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EXECUTIVE SUMMARY

State budgeting for higher education is a complex set of ac-
tivities involving various competing interests und issues. In
the broadest sense, the primary objective of all budgeting
1S to target resources to meet specific policy objectives. The
budget spans the distance between present choices and future
options (Caiden 1988). While the federal government pro-
vides substanual support to higher education in the form of
student aid and research grants, state governments bear the
principal responsibility in budgeting for higher education
operations and thus in shaping the present and future direc
tion of higher education within the state.

The simplicity of this description belies the underlying
interplay of human and external forces and factors laced
throughout the budget process. Higher education is both sim
ilar to and different from other policy areas n state govern
ment like transportation or corrections. It 1s similar in that
it must compete with these other areas for its share of a some-
times shrinking budget It is different in that higher education
is refatively autonomous from the state

What Are the Environmental Factors Framing the
State Budget Process for Highesr Education?

The environmental context 1s comprised of interrelated his
torical, polirical, economic, and demographic factors. His
torical factors include state residents” traditional values and
preferences regarding hugher educauon as well as the state
government’s historical involvement 1n governance of lugher
education. Previous budgets also make up part of the his-
torical context. Political factors include the structure of higher
education, gubernatorial influence, legislative influence, and
interest groups' and citizens” influences. Economic factors
mclude a state’s general econonue condition, state tax ca-
pacity. and availabdity of state revenues. Demographic factors
include the level and composition of a state’s population,
enroliment n higher education, and student participation
rates in higher educauon.

How Do These Factors Affect State

Budyeting for High<cr Education?

In part, these factors help explain the wide variance in fund
ing for higher education among the states, although by no
means do they explain all of the variance. A state's historical
traditions act as “behaviorel regulators™ for the participants

Ru//{mh'ng Jor Higher Education at the State [ erel u
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in the state budget process. If the state’s residents traditionally
have highly valued higher education, state policy makers will
also generally value it, and vice versa Political factors deter-
mine the extent to which the power of higher education is
centralized at the state level (that is, coordinating agency)

or diffused among the individual institutions and the pre-
dominance of the governor and the legislature in the budget
process In recent years, governors generally have become
much more deeply involved in higher education and hence
the budget process. Legislators have also become increasingly
sophisticated in their understanding of higher education pol-
icy. Consequently, as states’ involvement in higher education
has 1increased, so have fears of diminished autonomy within
the academy.

State support for higher education s direcatly related o the
general condition of a state’s economy, state tax capacity, and
availability of revenues. If a state’s economy 1s faltering, then
its capacity to raise revenues and thus the level of revenues
available are dimimshed substantially Further, as state econ-
omies worsen, demands on the state budget from other ser
vices, such as public aid and corrections, also increase De
mographic forces, such as the aging of the population and
the growth of the number of minority students, will affect
state budgeting for higher education as state governments
strive to meet the special needs of these individuals. Tradi
uonally, enrollments and higher education participation rates
have been important factors in determining the level of fund
ing provided to higher education, put some evidence suggests
that the sigmficance of these factors may be decreasing

What Are the Primary Elements of the State

Budget Process for Higher Education?

The elements of the state budget process for hugher education
include the parucipants, tming, and strategies to allocate re
scurces. The major actors in the process are the governor,

the legislature, their staffs, and the higher education com-
munity. Both governors and legislaturcs arc asserting them
selves more strongly in this process, albeit for different rea
sons, as a result of increastng sophistication, concern about
higher education’s outcomes, and recognition of the eco
nomic mportance of higher education, The governor must
represcit the broad spectrum of state needs, while legistators
are more concemed with specitic needs of constituents or

ERIC 6
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regions. The higher education community is comprised of
the state-level coordinating or governing, agency (if any)
and the various sectors of higher education, oth public
and private.

As important as the governor, legislature, and the higher
education governing and coordinating boards are the staffs
of these entities. Almost two decades ago, these individuals
were the “anonymous leaders of higher education” (Glenny
1972). If anything, it is even more true today. Staffs handle
technical details, disunguish the important from the trivial,
and generally scrve as gatekeepers in the budget process.

The timing of the budget process presents numerous issues
as well. Over time, most states have shifted from bienmal
budgeting to annual budgetng to annual budgeting with nud
year alterations. Legislatures meet with greater frequncy,
cconomie conditions are shifting rapidly, and demands for
state dollars have increased in number and intensity. Even
states that still have biennial budgets meet midterm to make
alterations. These changes have altered the utility of long-
term planning for higher education Further, parucipants in
the state lugher education budget process have different per
spectives of the time frame. Politicians generally focus on
short time frames, while the higher education communty
has a longer time frame for meeting objectives Tensions artse
when politicians want quick solutions to problems that re
quire long-term commitments

Techniques for allocating resources for higher education
vary within and among states. Several states use a funding
formula for some or all of the higher education budget The
cffectiveness of funding formulas in meeting objectives for
funding is essentrally unknown. Almost half of the states use
peer groups comprised of similar states and/or institutions
for making decisions and justifying the budget for funding
libraries, faculty salaries, staffing levels, and so on. Some states
approach the funding of lugher education from a more pro
grammatic basis.

How Does the State Higher Education Budget

Link Resources with State Objectives

for Higher Education Policy?

The state higher education budget sets forth the state’s magor
pohey preferences for higher education. Major policy concerns
in higher education in recent years have been accountability,

Im({mnlg Jor Higher Education at the State Lerel
LS

ERIC

Aruitoxt provided by Eic:

~J




costs, productivity, quality, affordability, economic develop-
ment, access for minority and nontraditional students, and
equity for indenendent higher education.

Accountability. Over une, the focus of accountability has
evolved from a fiduciary orientation to one focused on out-
comes. As a result, accountability mechanisms have begun
1o evolve from data-collection instruments to instruments
of change. Future accountability mechanisms will likely be
integrated into the state budget nrocess to emphasize
feedback.

Costs, productivity, and quality. These concepts are seen
as inextricably linked. Costs of higher education are increasing
rapidly as a result of a number of factors, including the lack

of internal constramts on resources and the propensity of
colleges and universtties to grow rather than reallocate to
meet needs At the same time, little agreement on measures
of outcomes leaves state policy makers concerned about pro-
ductivity, or the lack of it in higher education. Even more
troublesome has been the goal of maintaining quality in
higher education. In an effort to enhance quality. several states
have devised incentive funding programs in areas such as
undergraduate education and research. It remains clear, how
ever, that the key to keeping costs down and productivity

up, while maintaining quahty in higher education. lies i the
abtlity to formulate specific goals, eercise constraints on
resources, and encourage mnovation

Affordability, As tuion outpaced general price inflation
during the 1980s, the affordabihity of higher education took
on greater significance. Some states have attempted o address
this issue by linkmg tution to external factors, such as price
indices, serving to minimize the traditionally inverse rela
nonship between tuitton at public mstitutions and state ap
propriations for higher education A second policy lever has
been funding state student financial ard programs. States that
have high tuition usually have well funded student aid pro
grams A more recent development has been the advent of
state programs for tution prepayment and savings, although
the effectiveness of these programs in addressing affordability
15 questionable. Evidence suggests that few states closely link
policies for student ard. tuition, and institutional support,

...\)
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which would indicate a great deal of inefficiency in states’
financing of higher education.

Economic development. States have also begun to involve
higher education in economic development. State-funded
cconomic development includes research programs, involve-
ment in educatior. and training programs for the work force,
and fostering partnerships with business for the purpose of
technology transfer. The effectiveness of these activities re-
mains unciear. Numerous potential problems exist, including
the highly political nature of economic development and

the fundamental differences between higher education and
business.

Minority and nontraditional students. Minority and non-
traditional students present special concerns for state policy
makers. Although minorities have increased as a percentage
of the population, they have generally declined as a percen
tage of enrollments in higher education. Most states have ni
tiated programs designed to increase minority students’ re
tention and achievement, and some have been effective.
Nontraditional students are becor .ng the new majority
in higher education, but neither state policy makers nor those
in the highe: education community have done much to
change the structure of higher education to meet these stu
dents’ special needs.

Independent higher education. Staic policy makers
realize the important tangible and intangible benefits inde
pendent higher education provides to the states As a result,
many states provide financial support to the independent
sector in the higher education budget through student aid
and direct institutional aid programs. Because the indepen
dent sector highly values these programs, they are an impor
tant policy lever for the state.

What Do We Know about State-level Budgeting for
Higher Education and What Are the Implications?
Budgeting for higher education 1s complex and multifacetedl
As states hecome even more involved with higher education,
the budget process will become even more important in ini
tiating new policies and policy changes. At the same ume,
the analysis of the literature indicates several areas requiring
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further research. For example, it is necessary to know more
about the cultural and political context of budgeting for
higher education. The effectiveness of higher education pol-
icies initiated through the budget process must be evaluated,
including incentive funding for quality and economic de-
velopment. The implications are twofold. First, it is evident
that all panicipants in the state budget process for higher ed-
ucation would be well served to view the process in the “big
picture.” Understanding why certain things happen in the
budget process can greatly improve paricipants’ effectiveness
in achieving objectives. Second and simply, state budgeting
for higher education 15 an area ripe for research.
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FOREWORD

In order to win, a contender must be able to play the game
better than the competition. This is as true in sports and bus-
iness as it is when competing for funds in the burlgeting
arena. There is another saying that applies when discussing
budgeting: “You've got to know the system to beat the sys-
tem.” To know the budgeting system n higher education,
one must understand the process of developing a budget,
learn the rules governing successful budget-making, and rec
ognize the key people involved

On the surface, an organization’s budget is a rational al-
location of resources. On closer examination, a budget tumns
out to be a political document that reflects the values, vision,
mission and purpose of an organization. Deeper stili, that
political document represents the sum of decisions made
by many people with often widely divergent views.

The budget for a state higher education system represents
the system’s importance in the eyes of the state legislature
and governor relative to the other programs vying for state
funding. The budget for an indwidual institution reflects its
importance vis-a-vis the other institutions in the system. The
success of an institution in altering or controlling the direction
of its budget essentially depends upon its ability to convince
decision makers of 1ts own importance within the historical,
political, economic and demographic constraints of a state.

In this report. authors Daniel T. Lavzell, higher education
research analyst for the Arizona jJoint Legislative Budget Com
mittee, and Jan W, Lyddon, director of institutional re.carch
for Sagmaw Valley State University, examine the entire process
of state budgeting for higher education. From a conceptual
overview and exploration of the environmental contexts of
budgeting, to a final analysis and discusston of the report’s
implications, the authors provide an important body of knowl
edge for both researchers and practitioners

It 1s important to understand that everyone in a leadership
position who is affected by the institutional budget should
make it their business to know how the budget s developed.
and what part they may play in its design. The greater the
understanding of budget development throughout an insti
tution, the greater the abdity of the organization to develop
persuasive policies that can alter or protect a budget. -Even
if primary budget decisions are made centraly, it is important
for the leadership of an institution to win mstitution-wide
support for these decisions. This report by Layzell and Lyddon
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will do much to further such a broad understanding of the
budget process.

Jonathan D. Fife

Series Editor

Professor of Higher Education and

Director, ERIC Clearinghouse on Higher Education
The George Washington University




INTRODUCTION

Winston Churchill onee described Russia a4s a riddle wrapped _

in a mystery inside an enigma. To many i higher education,

s
the state budget process is their Russia. Department heads Is it a tail or
at colleges and universities submit their budget requests for a trunk or
the next fiscal year and mne months Later o1 5o find out how something
much they witl have to spend. This amount 1s almost always comblete,

lc&s t’hun }Vhf" thc.y r'ccllfcstc’(l —s\(’)n']ctlmc's suhsu‘mtml’l?' 50. dz:fferent’
In between submission and allocation, this request becomes
aggregated with the rest of the state higher education budget
request for the next fiscal vear, and seemingly contradictory
events take place for not always clear reasons. By the time
individuals at the department level receive their allocatons,
it is time to begin the process all over again, which in turn
lends a rituatistic feeling to this annual or biennial confusion

The objective of this monograph is to analyze state budget
ing for the annual appropriations to higher education cohe
sively and comprehensively, in the process clarifying this im
portant activity. States provide substatdal funding to both
public and private sectors of higher education. Funding for
public higher education s pnmarily for general operating ex
penditures, both recurring wad new. Funding for private
higher education usually takes the form of student ad pro
grams or, in some states, general and categorical grant pro
grams for private institutions

Many in higher educauon suffer from mvopur when it
comes to the budget process: They see only the parts that di
recily affect them. For many, the state higher education budget
process is analogous to the old parable in which a group of
blind men attempt to describe to one another what an ele-
phant looks like. Is st a tal or a trunk or something completely
different? This reaction is natural, given the complexity of this
topic. This monograph attempts to treat separately the issues
of context, procedure, and product or outcome within state
budgeung for higher education. At the same time, however,
it must be remembered that this process overlaps in several
ways and has many links

The hterature synthesized in this monograph comes from
both within and without the field of ligher education. Much
has been written on the budget process in general in other
fields, such as political science, public administration, and
economics. The literature analyzed in this monograph is pre
dominantly from the 1980s, given the desire to use the most

Hl{(/m'lmg Jor Higher Education at the State 1erel )
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current literature base possible. A few references are made
to earlier “‘classic” studies, however, and some areas of the
budgeting process have no recent literature (see, ¢ g, Caruth
ers and Orwig 1979; Easton 1957, Fabricant 1952; Wirt and
Kurst 1972). In addition, an effort has been made to include
nontraditionai references, such as policy studies by state coor-
dinating agencies, to provide concrete examples of what has
been occurring at the state level of budgeting for higher ed-
ucation. At the outset of this project, the authors contacted
state higher education finance officers (SHEFOs) from several
states and asked them to provide any recent (since 1980) stu-
dies or other materials relevant to higher education budgeting
in therr states. All were infinuely helpfut in therr responses
and suggestions.

For many states, the 1980s were a watershed with regard
to funding higher education. As table 1 shows, several states
had large increases in state tax support for higher edncation
duning the 1980s. Massachusetts is one such example, al-
though as the “nuracle” dimintshed in the last part of the de-
cade, s0 too did state support. Conversely, states that had his
toncally provided significant support to higher education
(Hhnois, Michigan, and Pennsylvania, for eaxample) lagged
behind the rest in the 1980s. The reason for this variance 1s
a mixture of economics, demographics, and polities. Regard
less of whether a state provided substantial or litle increase
in funding for higher education during the 1980s, this topic
has become mereasingly important to all states as they strug
gle to resolve the policy ssues currently facing higher
education.

TABLE 1

APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER EDUCATION
OPERATING EXPENSES: FISCAL YEARS 1980, 1988, AND 1990

Mame
Massachusetts
Nevada
Washington
Manyland

North Carolina
New Hampshire

1980
$57 330
314929

50896
310,133

($000)
Percent Change Percent Change
1988 1990 1988 to 1990 1980 to 1990

$lalal2 FITO.308 25 1% 208 3%
8941998 815998 (88) 1591
112,551 146,030 303 1577
673972 00,383 173 1519
011605 823,348 o 153
1.284076 1158516 136 15) 4
0001 “1393 112 196

)
O
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Virginna
Anzona
Flonda

New Jersey
Hawaii
Georgn
North Dakota
Alabama

Wyoming
Vermont

Delaware
Tennessee
New Mexico
Ohio

New York
Connecticut
Colorado
Inchana
Cali”~mia
Rhode Iskind

Texas
Minnesota
Oklahoma
Utah

Nebraska
Missouri
South Caroltna
Kansas

Idaho
Mississtppr

Alaska
Kentucky
Pennsyhvania
Montana
Ithnois

lowa
Arkansas
Michigan

1980
44,034
232,707
650,334
411891
124359
385,132

61822
344,683

51,664

27,062

53,273
335612
138,624
069,197

1,543,416
226371
246866
398,997

2814321

71725

1,315,525
477731
228827
138,787
150940
314,807
320412
238,839

85028
23383

95.906
29918
742415

603N
931,489
282,114
169.661
808,320

TABLE 1 (continued)
APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER EDUCATION

OPERATING EXPENSES

1988 1990
915,836 1,107,480
498,036 569,982
1,367.174 1,567,712
1,010,773 1,142,805
243,118 292,456
759.404 884,669
115,723 139911
669,992 776,641
111,583 116,183
49,990 $9.936
101339 115,34t
636322 727499
262813 296,410
1,265,213 1,427,041
2874893 3,185,045
414,174 §63.796
441,070 304,757
704,703 814,021
5,071,271 5,740,737
127,759 144,522
231,785 2,624,288
815,663 946,779
394,404 453,000
257218 272,201
22797 290491
303,019 603,535
521,016 612,508
361,178 44,788
139,136 158,247
360,036 432971
165342 176023
494,949 550,182
1173572 1,561,361
105,106 109416
1331777 1675322
§11458 502,293
281333 301,200
1.303.202 1.408.009

Percent Change Percent Change

1988 to 1990
209%
144
147
124
203
165
209
159

11
199

130
133
128
128
108
120
134
155
132
131

176
161
149

58
AR
200
176
231
137
205

63
112
160

4.1
238
138

39

80

1980 to 1990
1494%
1449
141.1
1391
1352
129.7
1263
1253
1249
1215

1169
1168
1138
132
1064
1019
1045
104.0
1040
1015

05
92
980
%1
925
917
912
862
81
852
835
834
834
809
79
80
5

-
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TABLE 1 (continued)

APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER EDUCATION
OPERATING EXPENSES

Percent Change Percent Change
1980 1988 1990 1988 to 1990 1980 to 1990
QOregon $229013 $349.940 $395,898 13.1% 29%
Wisconsin 468,618 705,430 784,141 112 67.3
South Dakota 52,251 73,132 85,995 166 616
West Virginia 158,119 237,404 251,505 59 5.1
Louisiana 230,008 494,507 522912 57 85

Total $19,104,191 $34,408,082 $39,326,391 14.3% 105.9%

Source: Grapevne, October/November 1989. No. 358, p 2262




A CONCEPTUAL OVERVIEW OF STATE BUDGETING

Once people looked to the stars to tell what the future would
bring; today they look at the budget. The budget spans the
distance between present choices and future options (Caiden
1988). While the federal govemnment provides substantial sup
port to higher education in the form of student aid and re-
search grants, state governments bear the principal respon-
sibility for budgeting for public higher education operations.
Thus, state governments are the principal participants in shan
ing both the present and the future of higher education.

A basic framework is the starting point for understanding
state budgeting. The framework cannot depict the details, but
it provides a basis for understanding the major conditions,
players, responses, and outcomes of state budgeting, Such
a framework includes environmental factors, the state orga-
nizational filter, a funding approach, and outcomes of dollars
appropriated and goals achieved and evaluated (see figure
1). Each state has its own conditions, both environmental and
within the government, just as cach state’s appropriations out
come is distinctive.

FIGURE 1
STATE BUDGETING FOR HIGHER EDUCATION:
A CONCEPTUAL FRAMEWORK
---------------- 2> Context  —eerecvamcacecacaa PIOCESS  ssemeveeesceeeseeaesl PROQUEE  seseeesieeseaeed>
ENVIRONMENTAL STATE ORGANIZATIONAL FUNDING APPROACH
FACTORS FILTER FORMATIVE EVALUATON
+ Procecural —
* Substantve
Stare Funas Goa
» Historcal Socio- Institonal Asocaton 2ehevement
Faciors posacal Funang
Conext Relavonshp Potcy Alocason
Judgmenty Tocnaues
+ Polecay » Organzaronal
nfwsnces Partcpants » Governance » Ervotment * Ravonal
Structse Ettcrency
Camae » Mamet
* keonome « Rogulaiory « Msson Poiteal SUMMATIVE
Condt 5 + Process Oanerns Interacton EVALUATICN
Teneng * Eouty
» Demographes,
» Technology & » Quary
Knowiedge

L
Source Lyddon, Fonte, and Miller 1986
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Although the elements are disiggregated for the purpose
of analysis, it should be stressed that much overlap occurs
within the state budget process for higher education ‘The fol
lowing sections loosely group these conceptual elements
under the descriptors “context.” "process.” and “product ™

Environmental Factors

Conditions outside both state government and higher edu
cation can affect state budgeting. This subsection outlines
these conditions and how they relate to budget outcomes.
the next »ection discusses changes occurrng in the conditions
themselves. Precisely how these conditions affect budgetary
outcomes and processes has been the subject of numerous
studies, beginning with Solomon Fabricant in 1952 Fabricant.
Ira Sharkansky, Thomas Dye. and others conducted studies
of state budgeting behaviors and outcomes The environment
mcludes conditions that are generally recogmized as extemal
to the current relationship between the state and higher ed
ucation as well as conditions of the past funding relationship
between them. An example of the latter 1s previous state
budgets for lugher education. They are included m environ
mental conditions because they exert mfluence on the current
state higher education relationship, just as economic. polit
ical, and demographic conditions influence the relationsiip
Four categories of environmental condions typically are m
cluded i these studies: (1) historical factors, (2) politicai
factors, (3) economic factors, and (4+) demographic factors

Historical factors and budget outcomes

Historical factors indlude past state budgeting practices and
higher education’s past share of the state’s budget that tangibly
affect budget outcomes as well as less tangible historical fac
tors, such as state culture and traditions: Most of the past it
eratuie has focused on the more tngible historical factors.
such as incrementalism. Although scant evidence exists. t
could be that historical factors, such as the orgamizational
cultures of state government and higher education mstitu
tons, significantly affect the budget outcome for higher edu
cation as well.

The first proposition about budgeting today is that “last
vear's allocation is the absolute mimmum to be expected from
the state this year™ (D Jones 1984, p. 64) The mviokbility
of the base is frequently referred to as “incrementalism.” that
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ts. the gradual progression building upon previous decisions
(see. eg. Wildavsky 1984) lncrementalism -or limited. non
comprehensive change -wus the most common method of
budgeting at one ume. “IFanything can be said about the dif
ferences in incremental budgeting at state and federal levels,
it is that state personnel seem to be even more fascinated with
the doltar increment of change in an ageney’s budget pro
posal” (Sharkansky 1970, p 36). Another rescarcher found
that, in three midwestern states” spending on lugher educa
tion, the previous appropriation was the single greatest pre
dictor ¢f states” spending on higher education (Lingen

felter 1974).

Despite many studhes that have shown the impornance of
the previous »ppropriation in predicting subsequent appro
priations. however. the concept of incrementalism in budget
ing has been challenged Wildavsky's study of the federal gov
ernment noted that its budgets expenienced “shuft points™
during the period 1947 10 1963. This measurement of non
stable mcremental hehavior appears to be unigue n the e
erature on government budgeting, and Wildavsky suggests
several reasons for the existence of shft points accounting,
congresstonal supervision. reorganization of activities from
cie ageney to another. external variables, new Laws, changes
in appropriations policies. partisan controversies, or uniden
tified 1s.aes (Wildinsky 1986). Further. while state spending
for higher education was largely mcremental. it did not pro
gress forward in steady. predictable jumps (Lyddon 1989).

A study of the 50 states showed that cach state’s regression
Iine had bresks oceurring at different pomnts in the 25 vear
period (1900 to 1985). And incrementalism has beer cnu
aized as a theory of budgeting that provides “an arresistible
description of the budgetiny process™ (Leloup 1988, p. 35)
Budgeting has changed i recent yeass from a process that

is primarily concerned with hottom up and Iine item decisions
(microbudgeting) to a process focused on high level dea
sions on spending. relative budget shares, and a top down
approach (macrobudgeting). Aihough the latter study was
conducted on the federal budget. not on state budgets. ex
perience in Michigan and Hlinos indicates that some evidence
of macrobudgeting is occurring in state appropriations Slower
growth in revenues, increased competiion between political
parttes. and efforts to shift existing funds into more politically
popular program areas have occurred (LeLoup 1988)
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In nuking budge:ary deaisions, state governments must
deal with many competing areas. The needs of education, wel
fare, public health, and other state-sponsored services often
conflict, and spending for one area may mean a trade-off
against spending for another area. In Tennessee, for example,
the governor promised to increase starting salaries for teachers
in elementary and secondary schools—which could cause
a ripple effect if higher education and state employees push
for stmilar salary increases (National Conference 1988).

In essence, most of the literature on historical factors and
state hudgeting has dealt with concrete factors, such as the
share of the budget and incrementalism. Some observers have
suggested, however, that less quantifiable historical factors
like political culture and traditions also sigmificantly affect the
outcome of the state budget for higher education (see, ¢.g.
Fisher 1988a; Garms 19806).

Political variables and budget outcomes

Changes in political factors also appear 1o have relatively little
mfluence on changes in states’ rutal spending Changes in
party suength, however, were consistently related to changes
i the amount and proportion spent on education and other
specific budgetary categories i states with four-yvear guber-
natorial terms (Jones 1974). Higher education is poltical n
the same sense that other entities of state government are po
htical. Universities and colleges are subject to demands from
the environment, as are all other government systems. And
higher education is political because the institutions have
Imks with the formal authority of the state pohtical system
{Wirt 1976).

Little recent literature addresses the effect of potitical factors
on funding outcomes, for much of the research was con
ducted in the 1960s and early 1970s. Those researchers found
i general, however that the statistically measurable relauon
ship between politucal or governmental variables and pohicy
outcomes was very low. Political variables are not predictor
varables. They do not have direct effects but are reflections
of socioecononue characternstics of the states in which they
exhibit therr effects (Dawson and Robmson 1963, Sharkansky
and Hofferbert 1969).

The lack of direct communication between members of
the public and state politicians regarding higher education
creates difficulty in tracing cause ind effect in educatonal
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policy making (Eulau 1971). The exchange that occws ts
“sporadic and unorganized, usually dealing with some specific
mutter but not with higher education as an institutional con-
cem of society” (p. 213). This observaton is still true in that
citizens' contacts about higher education usually have more
to do with twition, financial aid, or admission policies at par
ticular institutions. Rarely do citizens write or call a politician
with a concemn about the entire higher education system or
about overall state financing of higher education or abou:
much beyond their individual interests. Nevertheless, in re-
cent years it appears that higher education as a political issue
has increased in salience for politicians, and higher education
as an interest group has increased greatly in importance. The
advent of incentive programs, the increase in overall spending
beyond the rate of inflation, and other outcomes indicate
some form of political demand.

Economic variables and budget outcomes

Economic variables have direct relationships with state ap
nropriations. Wealth is one economic variable that 1§ impor-
tant because it 18 an expression of a state’s ability to pay for
services. Frequ~ntly used indicators of wealth are personal
income and availability of general revenues. The earliest such
study found that per capita income within a state was the main
determinant of the level of the state government's expendi
tures (Fabricant 1952) Later studies using per capita personal
income have shown mixed results with respect to the pre-
diction of total state spending for higher education; the prin
cipal difference oceurs with what outcome is being predicted
For example, two studies in the mid-1970s showed that per
apita income had no significant effect on state higher ed-
ucation expenditures per capita (Lingenfelter 1974, Peterson
1973), but the same two studies showed tl . per capita in-
come did have a highly significant effect on overall percentuge
increases in public expenditures for higher education. A re
cent study also found a significant positive relatonship be
tween personal income per capita and state higher education
expenditures per capita (Garms 1986), while another found
that per capita income within a state had no significant effect
on state ad per student at major research institutions (Cough
lin and Erckson 1986). Clearly, the influence of per capita in
come on state appropriations for higher education deserves
further study

Rudoeting for Higher Education at the State Level 9
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In most cases, the availability of general revenues has been
found to be very closely associated with state spending for
higher education (Coughlin and Erckson 1986; Garms 1986).

Demographbic variables and budget outcomes
Demographic variables in many studies have been used to
maodify an economic vanable, usually to permit comparisons
among states. For example, a study might examine state ap
propriations per student enrolled or the effe.t of per capita
income on budget outcomes. At other times, demographic
variables have been used as individual variables together wath
economic or political variables.

The specific results of studies of relationships between de
mographic variables and budget outcomes are not clearly
summarized. Of the four categories of variables, demographic
variables have been treated least consistently in the literature,
although the most often tested demographic variable is some
form of college enrollments. Enroliment has been measured
in a variety of ways—full time equivalent (FTE) students, head
counts, FTE students enrolled as a percentage of the college
age population, or change in enrollment over time, Statisti
cally, the relationships between state spending for higher ed
ucation and measures of enrollment have included correla
tions, ume series and trend analyses. and multiple regression

Enrollment is included as part of environmental conditions,
dithough one might consider it internii. Some justification
exists for including it here. For one thing, enrollment 1s a
preexisting condition. Funding formulas can depend, at least
i part, on the number of students enrolled in previous years
as a basis for funding considerations For another, enrollment
1s not exclusively the domain of the state: Decisions regarding
admissions, including the number and nux of students, gre
generally the institution’s domain,

The results of studies attempting to link enrollment with
state appropriations have been contradictory One study noted
“a strong correlation between college costs to the states and
enrollment” (Kim and Price 1977, p. 256). In contrast, another
found very weak relanonships between changes in enroliment
and changes in revenue in Californias (Jones 1978). A study
of state appropriations to higher edication between 1968 and
1977 found that the change in spending was independent of
¢ anges in enrollments in higher educanon (Ruyle and
Glenny 1979) And another more recent study found that

10
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creased enrollments in public institutions typically resulted l_

in a net loss of state appropriations per FTE student (Leslic

and Ramey 1986). These contradictory results may be the re ... the

sult of many factors, including the inherent distinctiveness University Of
of each state’s budgeting process. Texas S

bad been
The State Organizational Filter establisbed so
The state organizational filter is the first portion of the state’s .
' that it would

response to the external environment. It has two major com
ponents. the broad sociopohtical context and the more spe bave a power
cific relationships between the state and its higher education base in the
community. Each state filters 1ts environmental conditions polil)cal
in certain ways. A state may respond to one set of environ system.
mental conditions but not another, or it may respond quickly
to a third condition and more slowly to a fourth. One set of
actors in the process might respond, while others do not re
spond at all to certain conditions. For example, one state’s
tax structure may be based largely on sales taxes (Florida, for
example), which could mean that because the yield from an
income tax varies more over the business cycle than the yield
of a gereral sales tax, a state with an income tax system may
react more quickly to economic changes than one with a rev
enue system based on a sales tax (Mikesell 1984).
The state organizational filter, however, further modifies
the impact of those environmental changes on the state’s
higher education system. For example, a st2te with declining
revenues might treat higher education the same as all other
state funded activities, while in another state, higher education
might be somewhat protected (or conversely unprotected)
from falling revenues because of factors in the state orga-
nezational filter. In 1985, for example, the ‘Texas legislative
Budget Board, facing falling revenue from oil and gas, recom
mended drastic cuts i higher education but no cuts in other
state agencies. “The board could have gone back and reduced
its reccommended appropriations for all state agencies, but
it did not. The easy, quick way . . . was to pull it all out of
higher [education], . .. [which] is exactly what the baard did
Thus the recommendation for a 26 percent decrease™ (Bie
miller 1985, p. 13).
The relationship between the state and institutional fundig
goces even farther in modifying responses to environmental
conditions Again, using the exaniple of Texas, the Unversity
of "lexas system had been established so that it would have
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a power base in the political system. The formal governance
relationship was developed to ensure that the system had in-
stitutions in cach region of the state so it could cover legis-
lative votes (Biemiller 1985) The inclusion or creation of in-
stitutions on the basis of a relationship with legislators, a
governor, or other powerful interests is, as shown in Texas
in 1985, a means of modifying the state’s responses to envi-
ronmental conditions. The University of Texas system relicd
on its political clout from every region of the state to avert
the proposed 26 percent cut in its budget.

Sociopolitical context

The principal components of the sociopolitical context are
(1) organizatonal participants, structure, and clinate; (2) pro-
cess issues, including timing; and (3) technology and knowl:
edge bases of the state While cach state is different, they ex-
hibit some commonalities. For example, each state has similar
types of decision makers in the budgeting process, though
they have different formal and mformal roles and different
levels of impact on the outcome. Every state has a governor,

a legislature, and some sort of statewide coordinating or gov
erning body for higher education, with the exception of Wy
oming, which has no designated statewide postsecondary
body (McGuinness 1988).

Organizational participants in state budgeting. The gov-
emor generally serves as a state's chief budget officer. In that
role, he or she generally sets the overall tone and parameters
of the budget, consolidates budget requests from agencies,
lobbies the legislature on budget items, approves or vetoes
the budget, and implements and controls the budget (Adler
and Lane 1988). The ability to exert leadership on public pol
icy, whether in the budget or other areas of policy, depends
on a variety of factors and the fit among those factors:

! The condition and tradition of a state at any point.

2. The perceived need for action in higher education macde
up of policy issues wred political demands comng Jrom
higher education
The gorernor as an indwidual
The formal powers of the governor

. The governor’s ability to mfluence pohicy making, espe
cially to build networks with other participants in the
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policy-making process and to establish a policy agenda
Jor state government (Adler and Lane 1988, p. 8).

The state budget office, a part of the executive branch, is
also an important participant in the process. Its formal and
informal roles differ from state to state as well as within states
over time. The orientations of state budget offices toward their
roles “reflect differences in tradition, views of appropriate in-
stitutional relationships, perspectives on how best to serve
the governor, and patterns of job expectation and staff recrunt-
ment. While states may differ on these ‘givens,” [it] does not
suggest that a budget director and staff are more or less in-
ftuential within their own state than are others within their
respective states” (Gosling 1987, p. 63). Little attention is
given in the literature to the roles and influence of state bud
get offices in policy making as opposed to budgeting.

In contrast to governors' roles in setting agendas, legisla-
tures more typically see their roles as parochial and directed
more at assisting constituents Thus, the legislature tends to
operate more narrowly on disinbutive and re«stributive mat
ters (Brand! 1988). Like the research about state budget of-
fices, research on state legislatures and their policy making
is limited, partly because of the difficulty of building gener-
alizanons on 50 diverse settings (Oppenheimer 1985). One
important factor is the increasing number and professionalism
of legiskative staffs (Davis 1984) und their impact on the pro
cess. The staff is crucial in reducing the reliance of legiskators
on lobbyists (BeVier 1979).

Process and timing. Budgeting is geared to a cycle that al
lows a state to absorb and respond to new information The
cvele has four phases, each with its swn primary actors and
its own ume line. preparation and submission, approval, ex
ecution, and audit. Several phases, affecting different budget
years, could be occurring at any given time. The enure period
in which each phase occurs can vary greatly from a few wechs
to many months (Lee and jobnson 1983).

Responsibility for preparation and submission of the state
budget varies greatly, though at the state level, it usually falls
to the governor and the budget office to coordinate the effort
in some states, such as Mississippy, the responsibility for pre
parmng the budget falls to a legislative commission (Lee and
Johnson 1983). In some instances, the higher education coor
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dinating or governing body also plays a role in preparing and
submitting budgets.

~udget approval is nearly always a function of the legis
lature. Some states place all state budget areas within a single
appropriations bill, while others have as many as hundreds
of appropriations bills. A legislature might be legally restricted
in the degree of change it can make in the governor’s budget,
for example, the Maryland and Nebraska legislatures are re-
stricted in therr ability to incrzase the budget. The last step
of the approval process is signing the appropriation into law—
or vetoing all or part of it. In no case can a governor augment
the budget beyond what is provided by the legislature (Lee
and Johnson 1983).

Execution is the third phase, and it begins with the fiscal
year. It is common to have some form of centralized control
during this phase, such as a state controller’s or treasurer’s
office. Such control includes apportioning the fiscal year's
funds in some manner throughout the year to ensure that
agencies do not spend all their available funds in less than
the fiscal year and that agencies do not transfer large amounts
between budget Iines (Lee and Johnson 1983).

The final phase is the audit, the original pumpose of which
wils to guarantee executive compliance with the provisions
of appropriations bills. The scope of auditing has been broad-
ened in recent years to include assessments of whether goals
were achieved (Lee and Johnson 1983) or assessments of the
effect of proposed policies In Kansas, for example, the Leg:
islative Drvision of Post Audit’s report on the effect of elim
inating university degrees and programs examined ecach
university's degree programs and noted the reasons for dis
continuing programs or degrees and the effects of the changes
on resources (Green and Riggs 1988).

Technology and knowledge. A recent technological change
that has affected budgeting is the widespread use of compu
ters by staff and decision makers themselves Most states have
computerized data bases to permit tracking of the budget
(both during development and execution) as well as links
among agencies and higher education institutions (Adams
1988; Paterson 1985). Technology alone is only a poruon of
the total picture: Decision makers and others in the organi
zation must be abie to use the technology and must have an
understanding of the issues refated to the budget itself Tech
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nological expenses in government are estimated to be 80 per
cent “orgware,” that is, the people-onented organizational
issues that must be dealt with if a technological system is to
be effective (Toregas 1988)

The relationsbip between the state

and institutional funding

The most direct and tangible link between state government
and higher education 1s usually the budget, and that relation
ship between state government and institutions of higher ed
ucation shapes both the structure of the budget and its pur-
poses (D. Jones 1984). A suggested spectrum of state-
institutional funding refationships (termed “financial gover-
nance” to distinguish it from structural governance, which
reflects discemible linear refationships [Curry and Fischer
1986 ) ranges from educational institutions treated very much
like state agencies to institutions that function like indepen
dent, nonprofit organizations and get funds through contract
for service (Curry, Fischer, and Jons 1982). In between these
two ends of the spectrum are state-controlled institutions and
state-aided institutions (see figure 2).

FIGURE 2
RELATIONSHIPS IN GOVERNANCE

State- State- State- independent
Agency Controlled Aided (Free-Market)
Model institution Institution institution
------ - Greater Institutional Autonomy  ~-=-=-=--moccacmmcanana 2>
Lommmmmmmme oo e Greater Stale Control =~ ---=----esommommoememmneceaens

sowrce Curry, Bscher and Jons 1982

The funding refationships are complex, and they differ from
state to state (D Jones 1984). One area of vartation is the dif
ference between statewide coordinating and governing
hoards. Statewide governing boards tend to be more con
cemed with issues of institutional managemeat, whereas coor
dinating boards concemn themselves with issues of higher ed
ucation policy. Because of these differences, their approaches
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to budgeting for higher education could differ. No evidence
of it exists in the literature, and it would be worthy of future
study. Furthermore, the relationships can vary for different
types of institutions within a state. “For example, in California,
community colleges are treated as local governmental entities,
while the university and state college and university systems
are treated as state operations and subject to different budget
procedures™ (Curry and Fischer 1986, p. 11). In fact, some
empirical support exists for at least differentiating state sys-
tems of two-year colleges on a continuum of financial and
personnel regulation, much like that suggested by Curry and
Fischer (Fonte 1989). In addition, the relationship within

a state may change over time as a state loosens or tightens

its control over institutions and their patterns of spending
(Hines 1988a).

The Approach to Funding
The approach to funding itself is another major segment of
the conceptual framework. Frequently, research on funding
techniques has been too descriptive and less analytical than
it could be. Such a focus may underemphasize some key
issues, notably those associated with policy judgments and
the decision process. Understanding and clanfying the de-
cision process can be assisted by focusing not only on policy
objectives or technigues but also on examining how those
clements affect—or are affected by—criteria for evaluation.
Formula funding is the predominant approach to funding
states use (Lamb 1986) A recent survey found that of 46 re
spondent states, 29 used a formula or guideline to request
and, ‘or allocate state general funds for public higher education
(Maryland Higher Education Commussion 1988). Within any
approach to funding, certain policy judgments shape the par
ticular technique of allocation used and some sort of eval
uation of the utility of the approach.

Categories of policy judgments

Funding decisions are made on the basis of policy judgments
that can be categorized in four ways: (1) the link between
efficiency and enrollment, (2) diversity of missions, (3) equity
and fair share, and (4) quality, outcomes, and effectiveness.
Pohicy makers make choices among their values and set prior
ities as they develop -—or use —an approach to allocation that
handles the issues included in these categories. Whether ob
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jective (that is, quantitative) procedures and data are used
does not alter tl 2 fact that policy makers make value decisions
(Wirt, Mitchell, and Marshall 1988).

The link between efficiency and enrollment. Many
funding decisions, especially those in states using formulas,
are linked in some way to enrollment in higher education.
These enroliment-based approaches to funding are legacies,
many observers belicve, of the growth era (Brinkman 1984;
Caruthers and Orwig 1979; Hale and Rawson 1976; D. Jones
1984; Moss and Gaither 1976). In peniods of growth, the real
cost of one additional student, that is. the marginal cost to
the institution. 15 less than the average cost of a student. In
umes of dedining enrollment, institutions can incur dispro-
portionate losses of funding :f formula-based reductions are
based on average costs. Approaches to funding that lessen
the hold of enirollment over funding include decoupling, buf
fering, enrollment corridors, or marginal or fixed costs. “De-
coupling™ refers to shifting funding from enrollment-based
approaches to program-based funding to remove enrollment
as a source of reductions in funding. “Buffering” is used to
smooth a precipitous drop in enrollment in a single year by
averaging enrollnients over several years. “Enrollment cor
ridors™ provide a range of allowable change that does not af
fect levels of funding. And approaches using “marginal or
fixed costs™ mitigate the effect of a dechne in enrollments
by reducing fewer resources than would be the case with a
lincar funding formula (Hines 1988a).

As states with funding formulas consider such approaches,
two kinds of questions arise. The first has to do with the tech
nical correctness of the approach, the second with whether
the addition of complexity to the funding technique interferes
with desirable procedural or process values. Decoupling,
along with other recent changes, for example, had the dis-
advantage of making formulas much more complex (Brink
man 1984). Similarly, both questions of techmical expertise
and political problems stand in the way of states” widely
adopting techniques of marginal costing (Allen and Top
ping 1979).

Diversity of mission. Diversity of educational mission is
an underlying value of most state systems of higher education
The flagship research university has a different expected role
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and misston from that of the regional colleges or the com
munity college system. Formula funding has often been et
icized for having a “leveling™ effect on institutions (Gross
1973), because formulas may £l to adequately recognize dif
ferences m mission.

Equity and fair share. Onc approach to equity or farness
I state governnent appropriations is providing the same
funds to cach institution for each FIE student enrolled in a
comparable program of instruction Equaty or air share fo
cuses on several aspects of “fair share™ in the division of
funds. The “equity™ or “far share™ in allocation is decided
on the basis of divistons (1) of funds among institutions s
well as divisions within institutions, (2) of costs between the
student and the state (Hearn and Anderson 1989), and (3)
of funds between the state and an institution's other sources
of funds The use of economic analysis in the caleulavon of
“publi - benefic” and the division of state versus local o pri-
vate shares has been suggested (Breneman and Nelson 1981).
The “public benefit™ s, however, ultimately “in the eyves of
the beholder .. [and] the evaluation is political™ (p +7)

Techniques of allocation

Techniques for allocating resources can be diaided into two
basic and competing approaches. (1) the political or interest
group interaction model and (2) the “rational school™ models
(Morgan 1984) The former indudes incrementalisin and po
Iitical log rolling, the latter formula funding as well as lesser
used approaches like zero base budgeting (ZBB), planning
programming and budgeting systems (PPBS). and pertor
nuince budgeting. Despite their inciuston m the “rationalist™
group, formulas are often “adjusted” for pohtical reasons
Funding formulas are “a combmation of technical judgments
and politcal agreements™ (Mestger 1970, p 2)

Formative and summative evaluation

Evaluative processes. State decision makers evaluate the
process and results either explicitly or imphatly: A number
of authors have descnibed explicit evaluation, occurring while
allocation is ongoing, m the Iterature on formula funding
(Brmhman 1934, Caruthers and Orwig 1979, Hale and Rawson
1976, Halstead 1974, Morgan 1984, Moss and Gaither 1976)

R
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The seminal work on state funding formulas provides three —

broad criteria for evaluating an approach to funding,
Incentives... '

1. Technical expertise. Does the formal technique of allo are ﬂJOﬂght
cation measure, weight, identify, or qualify effectively what  to be more
it purports to measure, weight, ident.fy, or qualify? efficient in

2. gzw-zf’ay j.eedback' Is lITc‘fx!I'(x‘nl’on}?.r()’u.zss 'opcn .1r\1d acbieving
oes it encourage and facilitate participation and the com .

munication of views on institutional needs and the state’s Obv’mw
priorities among all actors in the process (legislature, gov than are
ernor, higher education agency, institutions, the general mgulations.
public)?

3. Clarification of values and wssues. To what extent does
the allocation process highlight the choices in value and
the facts involved in any choice? (Miller 1964).

Formative and summative evaluation provides opportunities
to assess both the process and the outcomes and to modify
cither or both. Because state appropriations are made through
overlapping cycles, the results of summative evaluation can
be used as formative evaluation and feed immediately into
the process. Unfortunately, evaluation of state funding pro
cesses is one of the less fully developed parts of the decision
process, and the opportunity is not fully exploited.

Quality, outcomes, and effectiveness. In most states, the
maintenance of quality is the responsibility of the institutions
Increasingly, however, states have attempted to define and
use some measure of quality in their funding procedures,
though most have found it difficult to define or measure. The
absence of performance criteria in past approaches to allo-
cation is “not a matter of simple oversight™ (Folger 1984, p.
2). States wishing to .nclude criteria for quahity or perfor-
mance in the budget process must deal with the definitions
of quality and effectiveness, the measurement of performance.
and the establishment of objectives for quality or perfor
mance The practice of measuring and recognizing quality

in higher education spread rapidly through states in the 1980s.
Asurvey of the 50 states in 1983 showed that for four-year
colleges and universities, 13 states were specifically “changing
their financing structure to promote quality” (Leslie 1983, p.
187). A more recent survey found that almost half of the states
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now have explicit incentives in their budget processes to im-
prove the quality of higher education (Maryland Higher Ed-
ucation Commission 1988). States have increased the use or
incentives for at least two reasons: Incentives are part of a
“market strategy” of voluntary participation by colleges and
universities, and they are thought to be more efficient in
achieving objectives than are regulations (Folger 1989). States
recognize other outcomes: number of degrees granted, for
which they might allocate money on the basis of reimburse-
ment, or increased enrollment or retention of minority
students.

Research questions arising from this category are similar
to those recognizing mission: an analysis ot trade-offs of in-
stitutional autonomy, communication of values, and consid
eration of whether the process is participatory.

Summary

Examination of the state higher education budget process be
gins with a state’s external environmen, which includes its
history, politics, economy, and demography. The effects of
these major factors have been studied with respect to the total
budgetary outcome of total spending on higher education.
Their effects are varied, in part because the research varies

in approaches used. The effects also vary because different
states have different environments at different times and re
spond differently to environmental conditions. The state filters
the environment somewhat as it responds to, or 1gnores, cnwvi
ronmental factors.

The roles of various organizational participants depend on
the state in which they are working. In most states, the gov-
emor sets the broad agenda or parameters of the sute’s bud-
get, and the legislature modifies the distribution of the bud
get. Governors’ budget offices are also important participants,
however, their roles and influence are little studied phenom
ena. These roles are both informal and formal, the latter 1n
cluding styles of financial govemance.

Budgets operate on several time schedules, including four
phases in a single budget cycle: preparanon, approval, ex
ecution, and audit. Each phase is affected by changes in tech
nology and knowledge, the most obvious of which is the
spreading use of computers. Budget preparation and alloca
tion involve various techniques of fundig, such as formulas,
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which are the most common approach states use. A phase
undergoing substantial change is evaluation and feedback.
States increasingly use this phase of the budget process as

a means to promote and study quality and effectiveness in
higher education.

Rludgeting for Higher Education at the State Level
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THE ENVIRONMENTAL CONTEXT OF BUDGETING

Why do some states spend over $200 per person in state rev-
enue on higher education, while others spend barely $100
per person (see table 2)? And wiy do some states appropreate
$15 or more per $1.000 of incomie, while other states spend
less than $8 per $1.000 of income? One factor contnibuting
to these wide vartations among states is the special external
environment affecting each state. The impact of the external
environment on state appropriations for higher education is
sigiuficant (Layzell 1988h: Lyddon 1989). The external en
vironment does not fully explain the variances in fundmng for
higher education among the states, ho vever,

TABLE 2

APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER
EDUCATION OPERATING EXPENSES PER CAPITA
AND PER $1,000 OF PERSONAL INCOME:
FISCAL YEAR 1990

State Tax Appropriation  Appropriation per
Appropriations  per Capita $1,000 of Income

1$000) Amount  Rank  Amount  Rank
Ak $176.023 $31155 1 $17 0 2
Hawun 202.4% 26089 2 159 i
Wyoming 110 183 23098 5 1781 1
North Carobina 1438516 22092 i 1571 6
Mot 16,"TY 22028 3 1319 11
North Dabex 1voll 21071 0 16 34 3
talitomig STTY 20008 - 1081 19
ALibania | 187 14 8 173 8
e Ao 6 183 84 9 1575 3
Nebrasha 20 Wl 18270 10 122 13
\irgini 1107 w0 18251 1 1012 3
loswy 02 293 18068 12 120 1t
e Vinh LR ESNITN 179 33 13 921 33
A TN 17899 1y 1131 1~
Manhind EAVRREH] Tew B 91 3
Deelovure 1554 17359 16 991 8
sorith Carohing 012508 17405 0 1300 9
W ashington 90 383 118 1032 20
Wi onsin I RE] 163 o} 19 1055 k3
Mississippt BIoT 1015 2 18" -
tkaho 158247 1% 2 1246 12
An/zond 09982 1360 2 1091 18
Liah Rl 13¥%% 3 132 10
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TABLE 2 (continued)

APPROPRIATIONS OF STATE TAX FUNDS FOR HIGHER
EDUCATION OPERATING EXPENSES

State Tax Appropriation  Appropriation per
Appropriations  per Capita $1,000 of Income

($000) Amount  Rank  Amount  Rank

Michigan $1.408000 415195 4 $92 3%
Texas 2624288 15038 25 1068 A

torado 504,757 14876 26 929 H
Tennessee 727449 14747 o/ 10.71 20
Kentucky 550,182 703 28 1151 15
Maine 176868 1702 29 971 30
Indiana 814,021 14688 30 982 29
New Jersey L142805 14601 31 613 7
Rhode Island 144,522 14510 32 862 39
Iilinois 1675322 1444 33 82 41
Oregon 395898 1439% X 961 R
Connecticut 463,79 14240 35 622 49
Nevada 146636 12979 3% 7% {2
Massachusetts 815,998 13918 37 666 48
Oklahoma 15300 13793 38 1049 2
Georga R84,669 13360 39 914 kb
Montana 1,416 13542 40 1057 2
West Virginia 251,505 13442 H 1142 16
Ohto 1,427,041 129 2 816 10
Flonda 1,567,712 12507 43 7.66 43
Arkansas 301200 12477 a4 10.29 by
South Dakota 85995 12146 9.46 3
Missoun 603,535 1169 46 760 +
Louisiana 522912 159 47 965 3
Pennsylvani2 1361361 11494 48 6% 10
Vermont 59936 10761 49 703 £
New Hampshire 74393 6666 3%3 50
Total $39,326,391 $159.18 $9.74

Source Grapevine, December 1989, No. 359, p 2270

The focus of this section is the enviroiimental context
within which the State budget process for higher education
operates and within which policy makers and pracutioners
must function. It discusses the interrelated aspects of the
changing external environment—historical traditions and the
political, economic, and demographic contexts—and the re
sulting challenges for practitioners and state policy makers.
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Historical Traditions

A central function of all political systems is to allocate resour
ces among competing preferences for their use (Wirt, Mitch
ell, and Marshall 1988). Values and policy preferences are at
the heart of all state budget processes. Parricipants in a state’s
budget process bring with them the values and policy pref
erences of therr constituencies—state agencies, interest
groups, and, of course, private citizens—which are both con
flicting and complementary, narrowly defined and wide rang
ing. In short, the spectrum of values and poliey preferences
represented in the state budget process mirrors that within
the state’s citizenry “If politics is regarded as conflict over
whose preferences are to prevail in the determination of pol
icy. then the budget records the outcomes of this struggle™
(Wildavsky 1986, p. 9). From one perspective, then. a state’s
annual or biennial budget effectvely summarizes the values
and policy preferences present within the state culture as con
veyed by the participants m the budget process,

The dimension of value

The current values and preferences m any state’s culture about
areas of public policy, such as higher education, have not
been generated within a vacuum. They are rather the result
of deeply held historical traditions passed from generation

to generation, which could be either beliefs or practices
(Fisher 1988a). Further, these traditions nuy be nebulous.

as m the case of myths and sagas (for example, the ongomng
attempt by some to maintain Virgi Military Institute as an
all-male institution). or they .aay be quantifiable. as in the
case of constitutional articles or state statutes. Regardless of
their source, these traditions frame the state’s hugher educa
tion policy. budget process and act as behavioral regulators
for the participants. One dimension of historical traditions
can be termed the “value dimension.” “Value™ in this context
is meant in the collective sense, as opposed to mdividual
philosophical values. The collective value historically ac
corded to education by the residents of a state significantly
affects state educational policy making and expenditures (Wirt
and Kirst 1972). Patterns of public spending for education
(that 1. resources allocated among competing preferences)
tend to be affected by a state’s historical traditions as well,
For example. states with historically strong private sectors of
higher education tend to spend less over time on public
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hugher education relatn e to public education for kindergarten
through grade 12 (Garms 1986).

The dimension of control

Control 1s another historical dimension of the state policy
budget process for higlier education. In carhier days. the re
lationship between higher education and state government
wis one sided Colleges and universities kept state govern
ment at armus length until it was time for more funding (D.

Jones 1984). Early American colleges “considered themselves

private foundations They accepted public grants. to be sure.
but never surrendered control [to the state] over policy for

mation . ..~ (Brubacher and Rudy 1976, p. 35). In fact, until

the passage of the Morrill Act, the establishment of colleges

was predominantly a function of private groups.

This arrangement did not last. As the number of higher ed-
ucation mstitutions i this country grew during the 20th cen
tury, so did the number of state-fevel coordinating and gov
eming boards A comparative analysis of legislation passed
in four states between 1900 and 1979 found that over time
the .mount of legislation affecting higher education ncreased
(Fisher 1988h). A tendency did not exist, however, to restrict
mstitutional autonomy (Fisher 1988b) Rather, the sheer
growth over time n these regulatory mechanisms has fed to
ncreased perceptions of reduced autonomy by the acadeny
These perceptions are not without warrant. As governors, leg
islatures. and the general public have become more sophis
ticated about higher education, the destre for greater control
during and after the budget process has also mcereased (Hines
19884). Further, althougn the American legal system has
heen—and remains—highly receptive to the concept of “cor
porate™ autonomy from external control. over tme the ac
ademic profession has hecome fragmented with regard to the
principles that underlie academic freedom (Leshe 1987). This
fact too encourages outside interyention

The Political Context

Closely related to the contest of historical traditions 1s the
political context. “The social life of a atizen 1s interwoven
mto the pohtical life, and the mediating factor that makes [it]
pssible is culture™ (Wart, Mitchell, and Marshall 1988, p. 271)
Higher educauon and state polttics have been intertwined
since the Massachusetis legisiature began making direct leg

20
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islative grants to Harvard in the 1600s (Brubacher and Rudy
1976). In later years, the passage of the Morrill Act ensured
that higher education would re«nain within the realm of state
politics indefinitely (Hines and Harumark 1980). Three aspects
of the changing poliical environment as it relates to state
budgeting for higher educaion include the structure of higher
education, gubernatorial influence, and legislative influence

The structure of bigber education

During the 1960s and 1970s, most of the states established
coordinating agencies to handle the massive expansion higher
education was experiencing at that time (McGuinness 1988)
With the formation of these state agencies, many of the pow
ers previously accorded institutional governing boards trans
ferred to the agencies, including planning, budgetary, and
financial functions. All states, with the exception of Wyoming,
have a statutory state level coordinating, governing, and, or
planning board for higher education. Of these states, 43 have
statutory authority to review and. or recommend budgets tor
higher education to the governor or legistature (McGuin-
ness 1988).

The extent to which these state coordinating or governing
entities share authority in the state budget process, both for
mal/ex officio and informal, depends greatly on the state’s
pohucal culture. These relationships have a significant, al-
though not always obvious, effect on the conception and 1m
plementation of the budget (D. Jones 1984). And these re
latonships vary from state to state: “The conditions of each
state determine form and powers” (Glenny 1985, p. 13).

Much of thus variance can be explained by the degree of
centralization present in the state’s structure of higher edu
cation. Figure 2, in the previous section, presents a useful con
tinuum for analyzing the degree of centralizanon within a
higher education structure. It shows four structural models,
ranging from the highly centralized to the highly decentral
ized. In the state-agency model, the coordinating agency and
the legislature make all of the budget decisions for the in-
stitutions and exercise strict financial control over them. In
the state controlled model, the coordinating agency, although
sull the primary authority tor higher education, rehes more
on the brdget requests of the institutions than in the state
agency model. In the state-aided model, the state and the in
stitution are jomtly responsible for the financing of the in

Budgenng for 1hghei Education at the State Lerel
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stitution, and the coordinaung agency tends to be more of
an adviser than an authority. And m the free-market model,
the institution is financially responsible for itself, and the state
contracts with the institution to provide educational services
to the citzens of the state In this situation, the coordinating
agency is but a conduit for the appropriated funds and has
no real influence in the budget process. In reality, none of
these models exist in their pure state (D. Jones 1984) In fact,
virtually all of the states fall into one of the first three models
(Volkwein 1987). This continuvm illustrates, however, how
the roles, responsibihties, and influence of the coordinating
agency and the govermning bowrd in the budget process can
vary according to the structure 1n place

Despite the difference of the structural couditions within
cach state, 2 common element of tension remaing between
coordinating agencies and goverming boards. In recent years,
this tension has formed along what can be termed the “ac
countability/autonomy axis " As state budgets have become
ughter and more competitive, higher education’s constituen-
cies have become more msistent about seeing real outcomes
from public dollars (Floyd 1982). Although the term “account
ability” 1s most often discussed in a fiscal context, it in fact
has a much broader meamng,. The concept of accountability
has many different facets affecung different policy domamws,
induding the more common coneept of fiscal accountabihty
(Hartmark and Hines 1986) Accordingly, the term “account
ability” can connote different principles to different constit
uencies at the same ume

In many states, the coordinating agency 1s the gateway to
lugher education and thus becomes the sounding board and
messenger for these constituencies The message that coor-
dinating agencies have been bringing to the campuses is that
they must be accountable in all policy domains. Over time,
the mechanisms used for ensuring accountability have ranged
from the formal (for example, stawte, performance audt, and
adminustrative rules) to the informal (political clout) (Mingle
and Lenth 1989).

At the other side of this axis 18 the issue of institutional au
tonomy. The academy has held sacred the principles of n
stitutionat self governance or self deternunation throughout
hustory. At the core of these principles lie the concepts of
academic freedom and tenure (Leshie 1987). The advent of
coordinating agencies and increased state regulation of insti
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tutional matters has led to feelings on campus of overin-
trusiveness by these agencies into institutional matters. Al
though legislation related to higher education has increased
over time, no evidence exists that actual institutional auton-
omy has been restricted (Fisher 1988b). In legal maters sur-
rounding academic freedom and “corporate autonomy,” the
courts have generally deferred to the rights of the mstitu-
tion to exercise its judgment in all matters related to the
institution:

The Supreme Court bas clearly articulated the fundamental
rationale for its [corporate autononty] existence on several
occasions. To wit. a university is beld to exst for the purpose
of adrancing the free pursuit of ideas and enjoys some
measure of First Amendment respect, if 1.0t direct protec-
tion, as an instrument for the advancement of this basic
social value (Lestie 1987, pp. 300-301)

It appears, then, that institutional autonomy remains intact

in the political sphere. however, perceptions are reality.
The call for increased measures of accountabilty for higher
education has increased the feeling of dinunished autonomy
to the point of supersensitivity on both sides. An example
of this tension recently took place in Vermont. In response
to increased public feehings that the University of Vermont
had tost sight of its nussion to the citizens of the state, the
legislature requested that the university show how its research
benefited the state and that decisions about faculty tenure
were justified. In response, the chairman of the university’s
board of trustees sent back a “scorching reply to this assault
upon 200 years of academic autonomy”™ (Economist 1989b.
p. 28). In short, although autonomy may not in reality be di
minished, it 15 perceved 1o be so and thus external demands
for institutional accountability are being met with increased
hostility.

Gubernatorial influence

Over time, governors have begun to take a more active 1le
in the formation of policy for higher education (Herzik 1988)
Over the past several years. the impetus for creating policy
for higher education has shifted from instuitutions to the ex
ecutive mansion (Adler and Lane 1988). In fact, “no single
individual is more important to the development of higher
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education m any state than the governor™ (p. 10). While the
validity of this claim may vary from sate to state, it 1s generally
true that the governor has the formal authority to veto or sign
legastation, appoint his or her own people to state and insti
tutional coordinating and govemning boards, and recommend
a budget for higher education (Beyle 1983). In essence, the
governor’s main role in the budget process is that of chief
facilitator. An important original study of the politics of the
higher education budget process found the governor indeed
to be playing a leading role in the formation of the higher
education budget in Michigan, Wisconsin, and linois (Lin
genfelter 1974). Of course, this role is played out through for
mal powers, personal charisma, and a host of other intangible
factors Indeed, one governor in a southern state who lacked
formal powers achieved significant changes in education
through shrewd negotiation, consensus building, and example
(Kearney 1987). It seems valid to assert that “it is the governor
who has the greatest potential to become the initiator as well
as the catalyst for policy changes™ in higher education (Adler
and lane 1988, p. 17). From the perspective of one former
executive officer in state higher education iron: the Northwest,
the role of the governor in higher education policy making
miy have become oo active (see Davis 1988a) He lost his
job as a result of the new governor's strong interest n higher
education policy.

The governor does not make recommendattons without
help. Virtually all governors have an executive budget office,
and over one third of all governors have their own appomnted
ardes for education and higher education (Davis 1988h)
These professional stafters know the political economy of the
state well and in particular the financial outlook for the com
g fiscal vear. They “protect the governor from midyear
changes in spending plans or from ending up with deficits™
(Albritton and Dran 1987, p 145). This trend in the profes
sionahization of the executive branch has itensified in recent
years (Hines 1988a), and, as such, the executive budget staff
and higher education aides are the individuals on whom tae
governor mcreasingly relies for setung spending lints and
developmg priorities m preparing budget recommendations.

Legislative influence

The relavonship between higher education and state govern

ment became mcreasingly complex throughout the 1980s
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{(McGuinness 1986). This increased complexity has resulted _

n legislatures that me more sophisticated in matters of hugher

education policy than were their predecessors in many cases EaChparty
(McGumness 1986). Further, the legislature has moved from elevates its

a minor to a major player w the formaton of policy for hugher  ommn proposed
education. One reason for it is the fact that for many states, pom and

higher education has become the largest discretionary item deni

in the budget (Zusman 1986). Thus increase in state expen- th "

ditures on higher education has increased the interest of leg € 0

islators into how and where those funds are spent. regardl& Of

Thas is where the similarity between the executive and the the budgetar:y
legislative branches ends, however. Tawo primary factors con ramzfications_
tribute to the different type of mfluence that the legislature
exerts on the budget process for higher education. The first
factor, which could be termed the “constituency factor,” is
based on the prenuse that while the governor must be the
archetypal statesman representing the wide spectrum of pub
lic concern within the state, individual legislators must pu
first the concerns of the voters in their own particular districts
(Brand! 1988). In other words, legislators are the ultimate pur
veyors of Tip O'Neill's maxim that "all politics s local.™ Leg:
1slators push those expenditures that directly benefit their dis
tricts and are indifferent—or worse—toward those budget
items that result in litde or no benefit for the home district
(Whldavsky 1986), and a legislator whose district includes a
wollege or university will be more hkely to favor expenditures
benefiting the institution and higher education i general
(Brandl 1988).

The second factor could be termed the “party affiliaton
factor.” The two-party structure mherent in the American po
litical system typically fosters intense party loyalues and in
terparty competiton that become readily apparent in the
budget process Each party seeks to maximize its presence
inthe state and as a result aligns itself with popular issues
as a source of symbolic idenufication. Each party elevates its
own proposed polic s and denigrates the others, regardless
of the budgetary ramifications (Wildavsky 1986). Legislators,
then, nwst support their party's position on specific policy
matters as well as constituenis” interests. Party affiliation is
also important in determining key comnuttee assignments
and leadership (Lingenfelter 1974).

The legistature serves a dual role in the higher education
budget process. On the one hand, as watchers of the public
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purse, legislators act as stewards of funds for higher education.
The legisiature must ensure that public funds are spent ef
ficiently and effectively. On the other hand, the legislature
aiso serves as the forum for constituents’ and the party’s policy
preferences. in a sense, these roles are mutually exclusive
in that one role requires that rational spending decisions be
made while the other is inherently irrational, forsaking sound
fiscal policy n an effort to satisfy a multitude of needs and
desires (Brand] 1988). “Intense party competiion and high
voter turnout often work in favor of hugh expenditures”™ (Shar
kansky, cited in Wildavsky 1986, p. 236). In the legislative ses
sion in spring 1989, after the speaker of the House and the
Senate president (both Democrats) backed a tax increase for
education (see Cage 1989a), the four mum partisan groups
within the llinots General Assembly (that is, House Demo-
crats, House Republicans, Senate Democrats, and Senate Re-
publicans) each introduced separate new spending plans for
higher education, each one progressively larger than the other
Like the governor, the legislature has a staff to attend to the
budget and to substantive policy issues. Over the past +0
years, these staffs have become more professional and pre-
dominant i the budget process (Pipho 1988). The roles of
these staffs may range from nonpartisan analyst to political
aide and cover all points in between, depending on the state
In Florida, for example, the nonpartisan higher education
budget analysts i both the House and the Senate review the
entire higher education budget request and then make a for
mal presentation of their reccommendations to their respective
committees (Turnbull and Irvin 1984) In Ulnois, staffers are
partisan and more politically active and tend to be less con
spicuous in the formal areas of the budget process. Despite
this vaniance, all state legislative staff have become what one
observer once predicted they would become. "anonymous
leaders of ugher education” (Glenny 1972).

The Economic Context

If historical traditions set the stage and polities provides the
actors, then the economic context writes the seript that frames
the budget outcome for higher education at the state level
“Not only does higher education affect economic prosperity
and the entire macroecononm’ : environment but that envi
ronment [also] has a very direct impact on the operation of
our instituttons of higher learning™ (Anderson and Massy
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1989, p. 2). During the 1980s, this observation was iHlustrated
n different regions of the country in that the states with the
greatest increase in state tax support for higher education
were located in regions of the country with the strongest
economies and vice versa (Hmes, Hickrod, and Pruyne 1989)
Three interrelated aspects of the economic context affect state
budgeting for higher education. general economic conditions,
state tax capacity, and availability of state revenues.

General economic conditions

Public support for higher education is directly related to thie
general condition of a state’s economy (Wittstruck and Bragg
1988). Nationally, the economy has enjoyed a period of sus
tained expansion since 1982, with just a few states the excep-
tions. In the wake of this expansion, the United States has
been involved i a balancing act, trving to prevent inflation
from skyrocketing or recession from occurnng (Anderson and
Massy 1989). Either one of these events could trigger severe
budget problems for higher education. High inflavion lowers
real faculty salaries, lowers available federal funds for research
and student aid, and adversely affects endowments (Anderson
1988h). On the other hand, the onset of recession could ce-
duce state tax vields, resulting in depleted state general fund
reserves (Camevale 1988), which, m turn, could bring about
a period of fiscal stringency and retrenchment like that seen
n the carly 1980s (Gold 1987).

Two aspects of the economy that affect state budgeting and
hear special menton are the state ecnemployment rate and
the per capita meome rate. All things being equal. a low un
employment rate is a pnme indicator of a healthy econonn
Conversely, wtates with high unemployment rates typically
have a ugh degree of competing demands placed upon a
shrinking state budget, which directly affects the share going
to lugher education (Gold 1987). High unemployment creates
an increased need for state services, such as public aid and
other social services. Paradoxically. one of the benefits derived
from higher education is a more competent and employable
work force (Johnston and Associates 1987) Some state policy
make. s have realized this relationship, even in the face of dis
mal state econonues. 1o neglect eaucation this year, based
on the premise that the economy is bad . . . saves money n
the short run but is a disastrous dectsion in the long run™ (Ne
braska Gov. Kerrey, cited i Beyle 1985, p. +i9). Despite this
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recognition on the part of state pohiay makers, the reality of
the situation is that unemployment decieases the avatdabihiey
of state revenues and mcreases competition for the remaining
state funds.

One obvious reason for the relationship between the rel
atve wealth of the population and the level of government
expenditures (Wildavsky 1986) is that wealthier states have
a greater tax base than do poorer states. Empirical research
has indicated thata significant relationship exists between
per capita income and state expenditures for higher education
(Garms 1986). In fact, one group of researchers concluded
that “per capita income is the most important singfe factor
affecting higher education spending”™ (Kim and Price 1977,

p 260). A less obvious reason for this relationship s the fact
that gross family income and a famaly’s disposible imcome
are directly related. The more income a family has, the more
it can spend on “nonessentials” hke hi:gher eduction. De
mand for higher education services is determined to some
extent by affluence Thus, as a state’s per capita income n
creases, demand for these services increases. in turn putting
pressure on state governments to mgredse therr expenditures
on higher education.

State tax capacity
State tax capacity is defined as the amount of state revenue
that would be generated if the revenue base were tapped at
the maximum allowable rates for taxes and service fees
(Berne and Schramm 1986). Revenue bases include the vol
ume of general sales, hcenses issued, comporate ncome, per
sonal ncome, property value, and oil and gas production
(Halstead 1989b) For comparative purposes, if umform tax
rates are applied to every state’s revenue base, a wide variance
exists among states (Halstead 1989h) ‘Thus, the most impor
tant varable in determining the level of a state's tax capacity
15 not the nominal tax rates but the underlving economic ac
tivity And “state governments face no more severe handicap
n their tash of adequately supporting pubhic services than
the near permanent burden of low tax capaaty™ (p. 22) Not
surprisingly, states with hagher tax capaaues have been shown
to allot more state revenue to ngher education than states
with low tax capacities (Garms 1986)

To improve tax capadity, some states opt to ruse taxes. With
the advent of revenue shortfalls, many states, both high and
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low capacity, have opted to increase tax rates to nuke up rev
enue (Gold 1987). The primary effect that economic activity
has on astate’s tx capacity and on resulting expenditures
should not be underestimated, however. Louisiana has long
relied on the oil and gas industries in the state to provide rev
enues for public services. In 1982, -1 percent of the state’s
revenues came directly from oil and gas (Economnst 1989a)
When the oil and gas industries began to dry up, however,
50 did Louistana’s revenue base, resulung in a $700 million
budget deficit in 1989 (Cage 1989h). As a result, Lowsiana
Governor Buddy Roemer threatened that unless changes in
the state tax structure were made to shift more of the burden
to individuals and away from the faltenng orl and gas indus
tries, at least half of the state’s pubhic universities would have
to be closed (Cage 1989h) State voters, however, defeated

a4 constitutional amendment to implement these changes in
the state tax structure (Pipho 1989). This example lustrates
not only the importance of the state’s economy on tax capac
ity but also the political dynamic that occurs within state
fiscal pohicy.

In some states, governors have reahized that improving tax
capacity is more effectively achieved through cconomic de
velopment than through tax increases (Hines 1988a) thgher
education has been seen s a means for improving the eco
nonuc base, primartly through development of hugh technol
ogy. Several states have developed plans to entice high
technology mdustries to establish or relocate within their
borders by using higher education as 4 farge part of the bait
(Johnson 198+4). In Hhnoss, both public and private institu
tions of higher education have established acadenic centers
in the western suburbs of Chicago to offer graduate studies
to residents and to encourage high technology development
{ Keenan 1987). Working in conjunction with private industry,
Flonda has established “centers of excellence™ and other re
scarch initautives @t universities. Higher educaton s also in
volved in truning and retraining the work foree, which also
benefits the economy and ultimately tax capacity Between
1985 and 1939, the state of Ohio committed $38 mullion in
its Productivity Improvement Challenge to provide meentives 1
for community colleges, technical colleges, and university
regional colleges to develop approaches to merease the par 1

|
|
|
|

ticipation of state residents in higher education, job trainng,
and retraining «Ohio Board of Regents 1989) As higher ed
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ucation becomes more mnvolved with improving the state eco
nomic base, it is likely that even more benefits will accrue

o colleges and universities. Evidence is found in the fact that
many states with large increases in appropriations for higher
education during the latter part of the 1980s explicitly linaed
hugher education with economic development (Hines, Hick
rod, and Pruyne 1989).

Availability of state revenues
Closely refated 1o state tax capacity 1s the availability of state
revenues. The principal difference between strong and weak
state support of higher education is the avalability of state
revenues (Hines, Hickrod, and Pruyne 1989). Availability of
revenues is simply the amount of current and projected rey
enue growth expected in the next budget penod A survey
of state level budget officers in five western states indicated
that a majonty felt that avallability of revenues was the major
factor affecting budget decisions in their states (Duncombe
and Kinney 1986). A major reason is that, unlike the federal
government, most state governments are required to operate
within balanced budgets. Several researchers have analyzed
the relationship between avadability of state revenues and
state expenditures for higher educaton and found significant
relationships (see, e.g., Coughb and Erckson 1986; Garms
1986). Further, although availability of revenues is important,
the willingness ot Lavmakers to spend it on hugher education
is even more cructl (Hines, Hickrod, and Pruyne 1989) Ad
dional state revenues do not benefit hugher educaton of they
are not directed toward higher education.

An mteresting twist on this facton 1s the current situatton
in Californa. Unul recenty, state spending for lugher edu
cation was regulated by the "Gann hmit,” which limuted the
growth of state expenditures to a function of growth in state
population and infla,. . with the predominant factor being
growti i population. H the demand for seiviees 1s greater
than population growth, fir Is would have to be reallocated
or services curtailed Currently, the state’s higher education
system is experiencng substantial growth in enrollments,
which is projected to increase by 24 percent annually, while
state population s projected to grow by only 15 percent an
nually between 1988 and 2005 (Cahfornia Postsecondary Ed
ucation Commission 1990) As a result of this growth, the Uni
versity of California projects the need for three new campuses,
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the Cahfornia State University system projects the need for
expansion at its 20 existing campuses. and the community
college system may need as many as 23 new campuses In
1990, however, Californians voted to ruse the spending linm
through a measure known as Proposition 111, which relieves
the fiscal pressure on the state’s three uered system of hugher
educanon, at least for the present ( Chromcle 1990). Other
state budget categories. with the exeeptron of kindergarten
through grade 12 and community colleges for which the Gann
Tt was originaliy lifted. also face growing caseloads

An 1ssue affecting many states in the 19805 was the problem
of dechining avanluble revenues and increasing demands from
other areas of state governmient, such as public wd and cor
rections (Prpho 1989). As a result, the dynamic that occugred
swathin higher educatnon (especially public higher education)
1~ that tuttion was mereased o make up for tost stte revenues.
Notsurprisingly, over e an inverse relationship occurs be
meen state appropaations for public mstituuons and public
tuition levels (Witstruck and Feagg 1988). 1n the carly 1980s
when the economy wis inarccession, growth in state funding
tor lugher educanion was limited, and wition at public insti
twuons went through a pertod of double digit increases When
the cconomy myrroved, however, growth in taition was him
sted (Hauptman 1989) Interesuingly. large increases in taition
occur when the cconomy is domng poordy and students can
feast afford o pay, but when the econony is doing well, ti
ton 1s hept stable (Hauptman 1989). In sum, shortfalls and
competing demands on state revenues have a double impact
on higher education Not only do revenue shortages foree
higher educauon toincrease tnen, many students also will
not be able to pay the increases

The Demographic Context

Astae’s demographic contex » the state budget out
come m that the mix of population and overall growth or de
e diredty affects services required State demographics
e higher educanon at both a macro and a nucrolevel. At
the macrolevel. changes n overall populaion and i the
composition of the population, such as age and minority dis
tnibution, aftect the demand for different wypes of public ser
vices, such as hugher educauon Ata microlevel, changes m
patterns and particpation rates - higher education affect
policy makers pereened need of higher education.
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Changes in the overall population

It has been argued that changes in overall state population
affect both the overall state budget process (Wildavsky 1986)
and the state budget process for higher education (Lyddon,
Fonte, and Miller 1987; Volkwein 1987) 1f population levels
increase, the need for state services nereases correspondingly
if population levels decrease, then corresponding economic
difficulties usually require a cutback in state services An anal
ysis of two year changes m appropriations for higher educa
ton indicates a positive refatonship between the geographic
location of a state and a change in the level of appropriations
for higher education (Hines 1988b). States in areas under-
gomg large increases in population, such as the Sunbelt, have
tended to show large mcreases m approprrations for higher
education, while states whose populations are stagnant or de
clming (the Midwest, for example) have tended to show litde
or even negative growth in appropriattons for higher edu
cation. Again, growti in overall state population usually re
quires that the state’s sery e delivery systems be expanded
and vice versa

Changes in the composition of the population

Chunges in the composition of the population also affect the
state budget process, particularly the age distribution of the
population and the percentage of minorities within the pop
ulation. In general, our population is agmg Older citizens
require different kinds of services from younger citizens Dur
ing the baby boom, when the younger. school age cohort was
expanding at a rate much faster than the rest of the popula
ton, state educauonal expenditures increased rapdly as well
(Bowman 1985) Over a 30 year pentod, the numbers of a
state’s restdents aged 5 to 17 and 18 to 20 were significant
determinants of public revenues allocated to kindergarten
through grade 12 and higher education in years when those
age groups constituted a large percentage of the state’s total
population (Garms 1986) As the younger cohorts have de
cdined as a percentage of the population, however, so has the
significanc ¢ of these relationships. On the other hand, older,
“nontraditional” students have accounted for the majorty of
the growth m higher education entollments in recent years
(Frances 1986) These individuals typically enroll part time
and require difterent services from traditonal students, re
sulung in different kinds and levels of costs (Brinkman 1988)
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Another pressure affecting the state higher education bud
getprocess is the changing minoriy population. During the
1980s, nunorities accounted for the majority of the population
growth in the United States (Johnston and Associates 1987).
The pressure from this growth, however, s not that nunoraty
enrollments are increasing but that they are decreasing (Fran
ces 1986) Further, nunority students’ achievement at all levels
of education has. on average. heen poor. In some states, these
decreases and poor performance have resulted in strong po
litical pressures on higher educatton from powerful minority
legislators and thetr caucuses, As we approach the 21st cen
tury, the movement of our economy from a manufacturing

to a technology and service base will mean that the majority
of the new jobs created will require greater skills and edu-
cation than currently (Johnston and Associates 1987)

Enroliment levels and participation rates
Traditionally, funding for higher education, at least as far as
the operating budget 1s concerned, has been linked to en
roliments (Leslie and Ramey 1986). More funding 1s appro
priated as enrollment levels increase and vice versa, Enroll
ments have been considlered to be such an mtegral factor in
the higher education budget process that - with enrollments
fulling and competing demands for state services increasing,
public higher education will find w difficult o get the appro
priations it seeks™ (Crosson 1983, p. 533). Conversely, states
whose systems of higher education have been experiending
growth in enrollments should also be experiencing similar
growth in appropriations, as in Cahfornia

Interestingly. evidence suggests that the traditional rela
ttonship between increased enrollments and increased ap
propriations is dinunishing in importance. This relattonship
certamly was not the case i Californu until the 1990 passage
of Proposition 111 A recent analysis found that increasing
enrollments i public colleges and universtties typically re
sulted in a net loss in state appropriations per FTE student
One reason for this phenomenon may be the political appeal
of reducing enrollments to improve educational quality
Those institutions that pursue such a policy may fare better
m the budget process than those that have uncontrolled
growth m earollments (Leslie and Ramey 1986).

Closely related to levels of enrollment is the state higher
education patticipatton rate. generally defined as the propor
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tion of enrolied students to the college aged cohort within
the state; it is a measure of demand for lugher education and
to some extent the vatue residents place on higher education.
Available data suggest that states with high participation rates
in public higher education allocate a larger portion of their
budget to public higher education (Halstead 1989b). During
the 1980s, the ratio of public higher education FTE students
to the 18- 1o 44-year-old population in the United States de-
clined (Caruthers and Marks 1988). Part of the reason is the
growth in older part-time students as a percentage of total
cnrollments. Over time, the growth in the participaton rate
of students aged 25 and older has ncreased (Frances 1986).
These pressures on the participation rate may alter its impact
in years to come

Summary

‘The environmental context within which the state higher ed
ucation budget process operates is multifaceted Historical
traditions. politics, economics, and demographics all indertie
the values and poliey preferences that participants bring with
them to the process. These traditions frame the actions and
interactions of the participants in often subtle ways.

Values and preferences are played out within the state’s
political context. Three major aspects of the pohiical context
are the structure of lugher education, gubernatorral influence,
and icgistatve nfluence. The structure of higher education
within a state determines the extent to which the power of
higher education i the budget process ts centralized that
15, concentrated within a coordinating agency) or decentral
ized (that is, concentrated within indivicual institetions) De
spite the structure of highcr cducation 1n a state, a conunon
clement of tension exists between the state and nstitutional
governing boards along the “accountability autonomy™ axis
Other increasing pressures within the political context include
the increased role of the governor Governors are taking more
ol a lead in settng the policy agendas for higher education
that are played out i the budget process. The role of the leg
islature n the process is also increasing, although in general
this role is fueled more by provincralism and party pohitics
than statesmanship

From an economic standpoint. general ccononic condi
tons, state tax capacity, and avarlabitity of state revenues all
affect the process Support for higher education is directly
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related to the general condition of a state’s economy, wclud
ing the level of inflation, per capita income, and unemploy
ment rates. Also directly related to the state’s economic con-
dition 1s the state tax capacity, which is the maximum amount
of revenue that would be generated if the revenue base were
tapped at the maximum allowable tx rates. If the underlying
economic base 18 poor. then tax capacity will be minimal.
States with higher tax capacities generally allot more state res
enue per capita to higher education than those with low ¢a
pacities. in some states. governors have been attempting to
improve tax capacity, not through increased tax rates but
through economic development. Often, higher education s
part of such efforts. Related to tax capacity s the availability
of state revenues. Higher education’s share of the budget is
directly refated to the level of state revenue available. In years
when state revenues have been scarce, tintion has been in
creased at public institutions in many states to compensate
for the shortfall.

Demographics are also an important pressure on the pro
cess. The level and composition of a state’s population directly
affect the services residents require 1f the population in-
creases, the level of state senvices required usually incieases
as well and vice versa Further, the composition of the state’s
population affects the mux of services requured. Data indicate
that the population is growing older and the number of mu
norities is increasing. These trends will affect both the general
state budget process and the specific area of higher education,
as society strives o meet the special needs of these subpop
ulations. Enrollment in lugher education and states™ partic
ipation rates in higher education have tradivonally been im
portant factors m determining the level of funding provided
to higher education. because both of them measure demand
for higher education services. Recent analyses indicate. how
ever. that the significance of these factors in the process may
be decreasing.
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THE BUDGETARY PROCESS

As shown, contextual factors n state budgeting for higher ed
ucation are changing. The process itself is also changing—
in the increasing number of actors and the roles they play,
in structural issues, such as state-level governance and coor
dination of higher education, in timing issues, such as the
advent of midyear reductions and supplemental appropria-
tions, in creative financing techniques, and in strategies to
allocate resources. Many of these issues have been referred
to in the description of the budgeting framework and with
regard to the environmental context Portions of the process
tHustrated in the framework, however, are distinctive and de
serve further discussion. Some portions of the higher edu-
cation budgeting process at the state level are poorly sup
ported with empirical research. One must then rely on
rescarch about other levels of government (such as federal
or municipal governments) or rescarch about budgeting for
other state functions (such as elementary and secondary ed
ucation, or general government).

Drawing precise conclusions about the nature of the state
budgeting process for higher education s difficult for seversl
reasons. Relying on studies conducted primartly about other
levels of government is faulty, because the nature of authority
s different in eactilevel of government For example, state
governors usually have veto power over line items, allowing
them to annul certan legislative dedisions, The President lacks
this authority in his relauons with the U'S. Congress Mayors
or municipal managers are usually the dominant figures in
their arenas, working with a weak or unassuming council
(Wildavsky 1986).

Another difficulty with “borrowing” research is the nature
of the relationship between state governments and colleges
and universities. In some statcs, institutions might be treated
for budgetary purposes much like other state departments
In other states, however, public colleges and universities op
erate much more like private institutons wath whach the state
contracts for services (Curry and Fischer 1986). Clearly, the
processes of budgeting for institutions under disparate con
ditions differ. Even wathin a single state, one system of higher
education might be governed differently from another. In
Michigan, for example, community colleges, with their locally
clected boards and local taxing authority, are treated much
like municipalities. They are considered local units of gov
ernment for purposes of the state constitutional provision re
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quiring a constant dwvision i the state’s budget between
spending for state and locai entities.

One reason for the scarcity of research about state govern
ment processes is the problem of dealing with more than 50
different sets of circumstances “Studies about how budgetary
decisions are made in states are scarce™ (Wildavsky 1986, p
222). Furthermore, budgetary processes are not static, so a
study conducted 10 years ago may have litle bearing on cur
rent budgeting processes Changing conditions sometimes
cause changes in budgeting processes, or vice versa. For ex-
ample. budgeting under severe econonic constraints differs
from budgeting under conditions of greater flexibility:

The most important variable determining the beharior of
participants is the adequacy of revenues Since state budgets
must be balanced and most expenses cannot be controlled,
when revenues increase at a slower rate than spending,
budgeting will become a form of revenue bebarior

When money comes i faster than it goes out, more options
become avatlable Will the gorernor and the legislature seck
economic growth so as to produce painless revenue, or will
they generate political support (o orerwonte resistance to
Iugher taxation? (Wildavsky 1986, p 240).

Most budget cuts resulung from revenue shortfalls occur
under emergency conditions: thus, an opportunity rarely o
curs for planning by either states or mstitutions (National Con
ference 1982). Revenue shortfalls can result from downturns
in the economy. failure of revenues to keep pace with infla
uon, reduced federal spending for state and local govem
ments. tax revolts, or other reasons. Patterns of the growth
of expenditures in states suggest that they (and local units
of government) are “unable to substantially reduce expen
diture growth in times of fiscal stress because of the difficul
ues associated with work force reductions or delaying spend
ing on mjor contracts” (Carnevale 1988, p 40)

Even with caveats about the research m miad, literature
is available from which to leamn about the process of state
budgeting for higher education. The discussion begins with
the hink between the environmental context and the budget
process, then moves through the framework for the budgetary
process outlined earhier.
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The Link between the Environmental

Context and the Budget Process

Changing public attitudes about government spending in gen
eral and higher education in particular have an obvious effect
on the process of budgeting. “Expenditures for hugher ed-
ucation have been increasingly carefully scrutinized™ as a re-
sult of altered public attitudes. These attitudes shifted in the
1970s toward higher education as a personal asset rather than
a societal one, and this shift in attitude resulted in a much
tighter financial environment. Furthermore, taxpayer revolts
have added to pressure for increased institutional account
ability (Munitz and Lawless 1986, p. 67).

“Public interest 1n state finances tends to vary inversely with
the state’s fiscal condition. When fiscal conditions are poor,
the attention level is lugh, but as conditions improve, other
1ssues generally seem more interesting to those not directly
involved in state finances” (Gold 1987, p. 5). During the carly
to mud-1980s, fiscal conditions in many states were very poor,
and public interest was correspondingly high. During this pe
riod, “higher education did not fare as well as elementary
secondary (K-12) education in the contest for scarce state
budget dollars, but 1t did benefit from the focus on educatnon™
(Gold 1987, ». 17).

Economic conditions and the budget process

Two important economic conditions arising in the 1970s and
1980s were declining economic activity and taxpayer revolts
Each had an effect on the revenues available to states, which
in tum affected states” abilities to support higher education
‘The accompanying shifts in public atitudes interacted wath
these economic factors.

Michigan is a state whete state obligations periodically out
strip available government funds. Such periods have histor
1cally been associated wath national recessions. Between 1947
and 1972, penods of fiscal crisis tollowed or accompanied
recessions of varying seventy. Problems with state revenues
in the carlier recessions were met by reluctanty raising taxes
until the recession eased and revenues increased. Laer re
cessions, however, brought outright cuts in spending (Brazier
1982). Forecasting revenues is difficult because of economic
fluctuations, and expenditures are sinilardy difficult to predict
(Wildavsky 1986)
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Tax revolts are epitomized by the passage of Proposition
13 in California in 1978, The large state surplus cushioned
the effect for two years, but after 1981 the cushion deflated.
Cuts in federal aid and 2 national recession combined with
the effects of the tax cut to erade the state’s financial position,
interrupting the orderly progress of the budget cycle.

To achiere a formally balanced budget, there bas been resort
1o expedients—one-time ad hoc taxing and spending mea-
sures—which provide no lasting basis for sustained finan
cial capacity. . The budget is made and remade through-
out the fiscal year in a desperate game of catch up to make
Sigures come out even at the end (Caiden and Chapman
1982, p 118)

A direct effect of revenue constraints on hugher education
15 the increase m tution rates chagged by public institutions.
In some states, the legislative appropriation includes wition
and fee revenues, while in others it is treated as institutional
revenue or local funds (Mingle 1988) The amount of tuition
and fees, it can be argued, is associated with the amount of
state appropriations. For example, m the state of Washmgton,
n 1981 to 1983, ttion and fees at public institutions rose
from 35 to 79 percent above buse feveds, i large pati as a 1¢-
suit of a statewide economic tatdspin (Gilmour and Suttle
1984 As part of tts “Margin for Excellence™ program, the Mas
sachusetts Board of Regents permitted institutions to retain
increases in tuition The new policy, however, is subject to
legisltive approval and regulations developed by the chan
cellor (Massachusetts Board of Regents 1988). Thus, both the
amount of tuttion that can be charged and the use of the rev
enue 1s subject to varying state control through the budgetary
Process.

The politics of the budget process

Iive changes mn state politics are particularly relevant in dis
cusstons of state higher education budget processes scareer
state resources, more responsibilities for state government,
less supportive citizens, mereased use of referenda to make
major policy decisions, and more complex technology avail
able to interest groups and campaigns. Some of them, notably
those directly affecting the avarlability of resouces, have been
dealt with by cutting spending, shifting costs, fighting for an
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mcreased share of a dimmnishing budget, and other ap-
proaches to managing resources. Another approach attempts
1o increase state revenues and ultimately the total state budget
as well as endeavoring te increase higher educauon’s shaie

of the pre (E. Jones 1984)

Increasing professionalism and numbers of pohcy makers
and staffs in states are modern phenomena. In 1971, for ex
ample, 3+ of the 148 members of the Michigan legislature had
only a high school education. By 1989, just 10 members hsted
high schoot as their lighest education tevel. At the upper end
of the education scale, those with graduate or professional
degrees. the change is also dramatic: By 1989, 68 members
held such degrees, compared with <43 in 1971 (Michigan Dept
of State 1971, 1989). The effect of this kind of change within
legislatures 1s felt prnimarily m the process of gathering infor
mation. St members fay out options for guding legistauve
dction, and in the process, they can develop considerable in
fluence In New York, for example, two committee staff
members had no power of their own hut were able to pass
“virtually finat judgment on perhaps 80 percent of Governor
Carey’s budget requests™ through their advice to the leaders
of the legistature (Dionne 1979)

The potitical environment also frequently puts pressuie
on state deasion makers to improve their budgeting Vartous
budgeting techniques, inchuding formula budgeting, program
planning and budgeting systems, ze1o base budgeting, and
the current interest in budgeting for quality outcomes, are,
at feast in part, results of political pressures PPBS and ZBB
have both largely become obsolete as approaches to budget
ing because of the farge amount of ume required to imple
ment and use them, but, nterestingly, “the economic con
ditions and pohtical dimate of the past few years may be more
hospitable to rational deasion criteria than the arcumstances
of the 1960s and 1970s when PPBS and ZBB were muroduced”
{Abney and Lauth 1986, p 108). in those years, favorable ¢co
nomic conditons supported incremental decision making,
characterized by distributive policies of pluralist poliues rather
than rational criteria.

Incenuves for enhancing quaiity in higher education are
acurrent approach used in i number of states, though the
focus of such efforts has shifted Dunng the 19805, some states
mtensified efforts to improve guahty by assocating financing
with performance objectives or measures of quahty (Berdahl
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and Studds 1989). States untl recently tended to view the
quahity of programs as depender. on inputs, such as student
and faculty characteristics. The 1960 Cahfornia Master Plan
Sor Higher Education, which became a mexded for statewide
higher education planning in the 1960s. induded direct state
ments to this effect More recently, however, many states have
begun expanding their traditional perspective to include
1ssues of educational process as well as mputs (Green 1986)
some states, notably Tennessee, have actively tried to measure
outcomes of education at speaitic institwtions. Some institu
tions are notable 1 therr efforts to measure outcomes like
the “value™ added to cach particular student as a consequence
of attending that institution These approaches represent a
murket strategy of pre ducing o “product”™ that is desirable to
those outside higher education

“College presidents have not been m the forefront i calling
tor ncentives or greater use of market strategies, those pres
sures have come from businessmen and state and national
political feaders™ (Folger 1989, p 2) In fact, adnunistrators
tend to dhshke such approaches because their preference s
for predictability and stability in budgeting. Using incentives
or sanctions tends o destabilize the budget process. The re
ord of these performance incentives is mixed, however, as
1s therr acceptanee: State government officuals behieve that per
formance funding has become an integral part of the budget
process Petformance funding increases officals” withngness
to tund higher educaton. Such programs, however, had hude
effect on faculty involvement (Folger 1989).

The recent phenomenon of emphastizing qulity outputs
from higher educaton s a shift from the traditional enmphasts
on mputs and administrative process The shift is one from
values of pluralist pohitics and incrementalism to rational de
uision making. Data. however, do not indrcate that information
about effectiveness and etficiency (outputs) was used to a
Lage extent in budget deciston making in states Yet such con
siderations are not totally ignored (Abney and Fauth 1986)

The State Organizational Filter

The state organizanonal filter, the set of tactors that “modhties™
the effect of the external envitonment on the state higher ed
ucation budget outcome, consists of the major actors in the
process, the tnung of the process, and techmques tor allo
CANG TESOUCeS.
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Organizational participants in state budgeting
Legislatures have been asserting themselves more strongly.
and many have developed strong professional staffs to assist
them. Further, the state level higher education agency has
also become more important to the budget process over tume
The way the roles are played differs from state to state, how
ever, For example, the level of detailed control over appro
priations includes several models (Allen 1980) At the time
of the study, 13 states made lump sum grants to individual
mstitutions, and 11 gave funds to a postsecondary agency or
system office. “All of those arrangements give substantial flex
ihility to institutions within the confines of the politcal sit
uauon and limited direct legislatve mandates™ (p 20).

‘The myjor actors in the budgeting process are the governor,
the higher education communiry, and the legislature. The
higher education commuraty is comprised of the state lughet
cducation agencey (if any). the governing boards, and the in
stitutions. State higher education agencies may be more
closely allied with the executive or with the mststutions., while
m some states they might take a middle ground among all
three of the other mayor :actors. Some observers argue that
agency officrals (that is, msttutions and or state higher ed
ucation agencies) are generally seen “as bemng much more
concerned with agency survival and program expansion than
with effectiveness and efficiency™ (Abney and L™ 1980, p.
126). These officials are pressured to think tus way by con
stramnts from the political ensvronment but also because then
jobs are to meet the needs of their clients (students) The gov
emor represents the entire state and must make allocations
among compeung interests, ticluding those represented by
the institutions and agenaies (Abney and Lauth 1986)

Process and timing

The uming of budgeting 15 changing Where once budgets
wete wntten and enacted m a more or less regular cycle, it
15 less and less the case. Legistatures meet with greater fie
quency. cconomic conditions are shifung, and demands for
state dollars have increased in number and mtensity, neces
sitating more frequent budgeting. Annual budgeting s de
climing in use (and presunuably i those states with biennual
budgets, 50 too is biennial hudgeting) Parucularly as eco
nomic, soctal. and political conditions shift. state budgeteers
must alter the budget in midyear (Wildavsky 1986).
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state governments and higher education mstitutons operate
with differg ume frame. A typreal politican focuses on the
shortest ime frame: year to year and election to election: A
state budget officer nught focus on the budget on which he
or she s working at the moment, with an eye to the previous
one for comparisons and perhaps to the next one nstitutional
officials must have @ fonger tme frame for operations. Not
onhy must they operate from year to year within resources
granted by the states and with meoming tuition revenues, but
they must also manage commitments that last thiee, four, five,
or more years, Research grants, construction projects, and ac
adenu program plannimg reguire a perspective extending
well beyond the election to election focus of politicians Dt
ficulty arises when elected officials expect a quick sotution
to long-term. complex problems. The politician might provide
funding for one or two years, see hittle or no result, and
threaten to cut off tunds nstitutional otticals nught vigor
oush miplement the progr.am, attempt to modify the proposal
tor the quick i to accommodate the need for a longer time
frame, or simply accept the money and hope the program witl
work despite their doubts

The funding relationship between state and
institution: Tecbniques for allocation

The process of dlocatng funds, of course, differs from state
to state Fourteen states use some type of tormula to allocate
funds among mstitutions, and an additional 15 states wse tor
mulas as part of the budget development (request ) process
(Mandand Higher Educiion Commission 1988) States using
formulas typically have more than one formulato alocate
tunds to the different functional areas (mstruction, research,
public service, academic support. student services, mstitu
tonal support, operations and mamtenance plant, and student
aid) A base tactor such as FYE enollments, staft positions,
or square tootage 15 used within the formula to allocate fund
mg. depending on the purpose of the formula,

The trend among states using formulas has been o develop
even more complex funding formulkias For example, Missts
sippr's formula provides funding for eight separate budget
categortes, resulting from i reviston of the process in 1987
Oregon has & separate formula to fund mereases m enroliment
betore appropriations are made After approval of appropr
attons, the state uses an dlocaton model ncorporating faculty
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productivity ratios that are based on peer comparisons with —

other states in the mstruction formula (Maryla! Higher Ed .

ucation Commission 1988). thficulty
Despite increasingly sophisticated funding formulas, how arises when

2ver, coneern remains as to the ability of formulas to ade elected

quately meet the special needs of different institutions withn offzc:als

a state (McKeown 1986). Much hiteraure describes the use expect G quick

of funding formulas for higher education, but tle empirical solution to

evidence exists as to the overall effectiveness of these formu

las in meeting objectives for funding, long-term,
Techniques of allocation can also differ within a state. tn Compl&x'

Michigan. for example, funding for community colleges s problems

allocated on the basis of a fornula, while funding for the state

universites is not. The process for decision making differs

n many ways, but, most important, wt differs in the uming of

atention to the bottom ine Based on one author’s obser

vation as a legislative staff person, 1t was apparent that m the

appropriations for comnunity colleges, legislators first review

the segments of the formula and then look at their impact

on total spending for each college. In the process for state

universitics, the discussions tend to focus first on the bot

tom line and only secondaruy on the means of building to

that level,
Techniques of allocating funds. especially funding formulas,

can also vary depending on the portion of the process they

address in Flonda, for example, one formula is used for ac

qurring resources and another for allocating them. Arizona.

Kansas, and Texas use formulas to fund only enrollment

growth (Maryland Higher Educaton Comnussion 1988) Dit

ferent actors m the process may use different techniques of

allocauon as well. ‘The state legislature might not use a for

mula, but a coordinating agency might use one (Allen 1980)

Summary

Most of the literature on budgeting focuses on the inputs and
outputs of budgetng for higher education. Litde of it captures
the process self wath all its complexites. More research on
state budgeting processes for higher education is needed.
From what we know, it is evident that funding for higher ed
ucation must compete for diminishing state resources State
officials are becoming more sophisticated in therr knowledge
about higher education ‘They may be less in awe of the acad
emy and more willing to ask questions about its value ‘The

Rl({ﬂﬂ'!ﬂg Jor tigher Educaton at the State et ot 51

ERIC

Aruitoxt provided by Eic:

Al

.,
&




Aruitoxt provided by Eic:

general pabhic 18 also less 1 awe of higher education, and

it 100 15 asking questions about its value. Public attitudes
about higher education have shifted from value to society to
value to the individual

Budgeting is buffeted by fiscal constramts, and, as a result,
it is a process that occurs with more frequency and less sta-
bility Tax revolts and general economic malaise take their
toll on states’ abilities to pass and maintain a budget for an
entire year.

Techniques of allocation vary among states. Several states
use funding formulas for at least part of the higher education
budget. Those states that use formulas to fund higher edu-
cation have been adding even greater complexity to the for-
mulas in recent years. Despite this increased sophistication,
however, the differentiation or lack or differentiation between
higher education institutions m a state remains a perennial
concern with regard to funding formulas.




BUDGETARY OUTCOMES

The state budget document is more than a book of numbers
and rhetoric. In the larger context of state government and
politics, the budget may be seen as a unique product shaped
by a umque environment interacting with a dynamic process.
The budget reflects the “state of the state™ as well as sets forth
the major policy preferences of state government within those
external constraints. "If politics is regarded as conflict over
whose preferences are to prevail in the determination of pol
icy, then the budget records the outcomes of this struggle”
(Wildavsky 1986, p. 9V.

Higher education, alihough it performs a valued function
in the state, is not immune from the political economy of the
state budget process. Only a finite amount of state revenues
can be distributed among state services, and higher education
is subject w the same environmental forces and dynamic pro
cesses as other state services Moreover, the state hugher ed-
ucation budget sets forth the mayor state policy preferences
for lugher education. This section analyzes the budget as the
state’s primary policy document on higher educauon and
budgeting as the process for bringing these policy concemns
to frution. The areas discussed include accountablity, costs,
productivity, and quality (including fiscal incentwves), afford
ability, econonue development, minority and nontraditional
students, and independent higher education. Although some
of these areas may not be directly identified as budget wtems
per se, all have budgetary implications for hugher educauon

Accountability
A term used often with respect to higher education in recent
vears is "accountability.” Gnly recently, however, has account
ability been ned directly to the budget process. The advent
of fisc I incentive programs, for example, represents an at
tempt by policy makers to tie funding to specific outcomes
“The utlity of the budget as a device for accountability
depends heavily on the extent to which it reflects state prior
tties and ues this unding to performance™ (D. Jones 1984,
p. 16).

Generally, the external assessment of higher education’s
“performance” has been less than congratulatory

Other public perceptions suggest that there is waste and du
plication i higher education, that facudty do not spend
enongh time oninstruction, that minority student aceess

Budgenng for Hhigher Education at the State Level
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and retention rates are 1o low, and that the price of ed-
wcation has mcreased at too great a rate Whether entirely
aceurate or not, these perceptions represent concerns about
the quality, cost-effectwveness. and accountability of

hgher education (Committee on Scopr 1990, p. 1),

Dealing with accountability can occur at the beginning as
well as at the end of the budgetary process. This discussion
of accountabrlity begins with a conceptual analysis, followed
by a description of accountability mechanisms.

The conceprt of accountability
Although the word 15 much used by state policy makers and
i higher education circles, an exact definition of account
ablity remains elusive Accountability is hard to define be
cause the term refers to a process rather than a product (Hart
ruark 1978). Accountability has also been viewed as a means
as opposed to an end i achieving greater efficiency and ad
nunistrauve control in higher education (Hines 1988a) Fur
ther, between the 1960s and 1980s, the focus of accountability
evolved from a fiducan orentation to an ortentation focused
on outcome (Mmgle and Lenth 1989) In essence, the coneept
of accountabihity refers to the responsibility of higher edu
cation to report on its tadures and achievements to state
government

The current view of accountabidity is .is a concept having
several dimensions occurting within different policy domams

I Systerie accountabihty dealing with the fundamental pur
poses of higher education,

2 Substantuwe accountabilty. dealing with the values and
norms within higher education,

3 Programmatic accountabiiry dealing with acadenmue and
other programs,

v irocedural accountabiity. dealing with institutional and
administrative procedutes.

S Frduciary accountability dealing with the finance of
hugher education (Hartmark and Hines 1986)

"With cach of these dimenstons (although the concern here
is with fiducary accountability), it s important to remembet
that accountabtlity has always mvohed process and product,
but until recentdy the focus was on process and not product ™

‘IR Hines June 20, 1990 personl communication
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In short, m regard to state budgetng for higher education,
the concept of accountability has traditionally focused on how
and why higher education spends state funds as opposed to
the resudt of those expenditures,

Systems for implementing accountability mechanisms
Because the emphasts in accountabdity has tradittonally been
primarily procedural, the discussion about this concept has
evolved largely around the systems that ave been devised

to ensure accountability Three widely used accountabrhty
mechanisms include the performance audit program review:,
and assessment. all of which have simifar elements A per
formance audit 1s “an assessmient of how effectively an activity
or organization achreves its goals and objectives Tt 1s a natural
extension of fiscal and management audits gomg beyond rel
atively narrow questions of how funds are used to questions
about effectiveness”™ (Flovd 1982, p 33) Performance audits
typically are conducted by commisstons established by the
executive or legislative branch While the merits of pertor
mance audits are unclear. observers have pomted out numer
ous problems. Some functional limitattons mclude the lack
of appropriate performance indicators and the failure to es
tablish clear standards and processes before the audit (Floyd
1982) Performance audits have several limitations

1 They tend to ignore the broader context i which ligher
education exists,

2 They focus on the structure of the state higher educanon
agencey rather than on the effectiveness of planning, evan
uation. and allocating resources within the system;

3 Audrntors are often mexperienced and unqualified to make
judgments about 1ssues in higher education. and

t The mherent politcal dimension of performance audits
may bias the outcome of the audit ( Folger and Berdihl
1988)

Program review 1s “an assessment of the need tor and ef
fectiveneas of a proposed or existing program™ (Flovd 1982,
p 20) The responsibility for academice program review lies
primartly within the state ughier education board or agency
dithough campus representatives and outside consultants awe
often used n the process The purposes of program review
are assessing the program’s productivity and effectiveness,
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suggesting ways to improye guality, ensuring efticient use

of resources, including reducing unnecessary duplication of
programs across campuses, diding planning, and satisfying

the statutory requirements of the state hugher education
agency (Conrad and Wilson 1985, Walthaus 1982). Current
maodels in place for reviewing academic programs include
(1) the goal based model, m which program goals are iden
tified and data are generated to evaluate the degree of fit be
tween the goals and the current status of the program, (2)

the deciston-making model, in which informaticn is generated
to examine such areds as context, mput, process, and product,
and (3) connowsseurship, in which external experts critically
evaluate a program (Conrad and Wilson 1985) The effective
ness of program review rests largely on the abiiy of the state
higher education agency and the campus to come to an agree
ment about the purposes and possible outcomes of the pro
gram review before mitiating the review process (Hines
1988a)

Assessmient includes many of the elements contamed within
the performance audit and the program review, and it shares
the same uttimate goal of improving qualny. The primary dif
ference of assessment ts that it focuses on the evaluation of
student outcomes in higher education Another difference
15 that while the burden of the performance audit and the pro
gram review rests primartly on the state agency, assessment
refocuses “mstitutional responsibility on the process and ef
fectiveness of student learning”™ (Mingle and Lenth 1989, p.
9) Assessment comes n several different forms, The most
obvious are the statewide student tests used i Florida and
Texas and institutionatly based tests like the “value added™
assessment at Northeast Missouri State University, ivontest as
sessment methods are also currently in place, such as the
monitoring of academic programs and the monitoring of stu
dents learning and growth (Hines 1988a) The benefits of
effective assessment are the improvement of teaching and
learning, feedback that could mprove academic programs,
and enhancement of lugher education’s credibility with the
wider public (EF Carhisle 1988). The potential drawbacks
of an assessment program are' in measuring that which is not
meant to be measured or, conversely, not measuring what
1s meant o be measured

The critical question about assessment s the purpose of
the assessment Even more important ts the answet
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That .. a state must or uashes 1o assess its students . . . 1s
not a sufficient answer Several reasons have been pro-
posed—among them program improvement, individual stu
dent learning, accountability, budgeting, and placement.
To some extent, each requires a different form or means
of assessment. . .. Purpose not only influences the means,
it also determines the locus for assessment. Depending on
the objective the appropriate place or level may be institu-
tional, departmental, or indundual . for without a clear
sense of purpose, it will be impossible to choose meaningfidly
what and bow to assess (E.F. Carlisle 1988, p. 4).

In essence, effecive assessment requires a clear sense of what
is t0 be measured and why. Further, it requires a commit
ment from all parties involved as to what 1s to be measured
and why.

The new accountability and state

Junding for bigher education

The major similarity of all three of these accountabihty mech
anisms 1s in the collection of volumes of data to support the
processes At the state level, a great deal of time and encergy
go into colleciing data from institutions through a variety of
surveys and other instruments and then sending them to the
federal government and, ‘or other agencies concemed with
higher education As a consequence, whether by choice or
lack of time or other resources, the focus in the past has been
on the process of reporting data as opposed to the entical anal
ysis Gf what the data mean for the purpose of change (that

is, the product), and 1t has two negatve implications for cur
rent accountability measures. First, “state boards [that] assume
this data collection responsibility become, in a political sense.
responsible for the performance of institutions Institutions.
on the other hand, can become curiously relieved of the re
sponsibility to change™ (Mingle and Lenth 1989, p. 3). Instead
of shared responsibility in the accountability process, the state
agency is perceved as the donunant party in this relationship
As aresult, the second implication is one of mcreased tension
along the accountability ‘autonomy axis (shown carlier in fig
ure 2). The state is seen as further intruding nto the juris
diction of the academy, which in tum undermines the pur
pose of accountabihty mechanisms. The ultimate result is that

Budgenng for Higher Education at the State Level
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pobey makers” and the public's desire for accountabihty goes
unmet.

As higher education moves into the 1990s, 1t is evident that
it will be necessary for higher education to improve upon
the way it demonstrates its accountability to the state. The
estabhishment of a new accountability structure hegins with
a reexamination of the goals and objectives for higher edu
cation (Mingle and Lenth 1939). The establishment of goals

and objectives for higher education 1s by definition a process
of consensus building among the primary constituencies pol
1y makers. admimstrators. faculty. students, and the public
In the future, accountability will sl involve the collection
of data, but the purpose for the colledron of data will parallel
the goals and objectives for hugher education. thus reduang
the tension between campus and state The focus 1s on the
feedback provided by the data regarding progress toward the
established goals and objectives and not on the reporting of
the data. "New systems of accountability are becommg tun
damentally ‘change mstruments’ not ieporting mechanisms
The primary accountability mechanisms are agenda set
ting (and the related policy analyses and data collections)
and funding mechamsms™ (Mingle and Lenth 1989 p ) Ac
countabihty systems of the future wil increasingly be placed
atvarious stages of the budget process These svstems wiltl
be used to detcrmine both the efficiency and adequacy of
state funding for higher education as welbas the effecoveness
of the state and mstitutions m meeting stated goals through
this funding

Costs, Productivity, and Quality

Lihe accountabihity, “costs™ (mstitutional). “productivay,”™ and
“gquahity” are mcreasingly bemg used together m higher «d
ucation aircles These three words have become almost a hit
any recited by state policy makers to the leaders of the ugher
education community: Costs should be kept down and pro
ductin ity increased while nuantaining (or improving) quality
n higher education This subsection outhines what these con
cepts mean, their interrelationships, and their impheations
tor the budget

Costs
The word “cost™ 18 usualy thought of in terms of what we
spend o acquite some good orservice Hhgher education
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costs are “the expenditure by a college {or] university to ac-
quire the services of land, labor, or capital, to purchase goods
and services, or to provide student financial aid . . More ac-
curately and fundamentally, ‘cost’ refers to the opportunities
sacrificed by reason of such expenditures™ (Bowen 1980, p.
XX) According to this definition then, lugher education incurs
costs in two senses. once for the item it bought (its monetary
cost) and once tor the ttem it could not buy because of the
one it did (the opportunity cost). Opportunity costs are in-
herent in any budgetary decision, given limited resources and
scenungly unlimited demands.

The costs of lugher education follow certain “natural™ laws

1 The donunant goals of institutions are educational ex
cellence, prestige. and influence.

. In quest of excellence, presuge, and influence, there
is virtually no linut to the amount of money an nstitu
non coudd spend for seenungly fruitful educational
ends, . ..
Fach institution rases afl the money it can,

. Each institution spends all it raises,
The cumudative effect of the prececding four laws is to
ward erer-increasing expenditire (Bowen 1980, pp
19-20).

[\

VIR W

In part, these “laws™ are a funcuon of the not for profit status
of higher education mstitutions In colleges and unversities
as well as other not for profit organizations, no real pressuie
exists 1o keep costs Jow, given that their single purpose 1s to
provide the best possible service o the clientele. “Addiional
income (‘profits’) is used to expand existing programs and
to establish new ones. with a reluctance to reallocate resour
ces by eliminating or pruning programs that are percened

as less productive™ (Levin 1989, p. 1).

The cumulative effect of these laws has been clearly evident
m recent years Inflation i the costs of higher educaton (as
measured by the Higher Education Price Index [HEPI]) rose
at the same rate as inflation m the general cconomy (as mea
sured by the Consumer Price Index {CPH) unul the carly
1980s Throughout the 1980s, however, inflauon in higher
education costs grew by 4 t¢ 10 percent annually, compared
to 2 1o+ percent annual inflation in the genzral economy
(Talstead 1989a). And this inflution occurred durng a tme
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when state support for higher education (especially public
higher education) was stagnating or dechining m many states
(Hines, Hickrod, and Pruyne 1989) The result of this decline
in state funding led many institutions to rase tuition by
double digit percentages to make up the fundimg (Halstead

.

19892), again illustrating the “natural law” of higher educa-
tion, which holds that colleges and universiues will not sac
rifice institutional integrity and quality simply because of fiscal
exigencies.

Costs in higher education have been increasing at such a
rapid rate for three reasons. “cost disease,” the “growth force,”
and “organizational slack” (Massy 1989) “Cost disease™ refers
to the fact that higher education s highlv labor intensive, and
because of it, higher education and other “nonprogressive
industries” do not benefit from the adopton of labor saving
technologtes to reduce costs. Other “progressive imdustries,”
however, will be able to benefit from these technologies, re
sulting in increased productivity and in turn inereased wages
mn that sector. Because mgher education and other nonpro
gressive industries must compete with progressive industries
m acquiring labor, these ncreased labor costs will be trans
ferred to the nonprogressive sector. Thus, assuming the pro
ductivity of higher education remains constant, costs of higher
education will grow at about the same rate as the general in
crease m productivity in the economy, which s slightly above
the rate of mflason “Growth force™ refers to the fact that in
therr desire to improve or mamtain quality, colleges and uni
versities 1dd new programs and services while maintaining
all existing programs and services Thus, institutions are con
sistently m a net growth mode And “orgamizational slack™
refers to the simple waste and meffictency that oceur in all
organtzations. Resources are not being used to therr greatest
potential. When slack remains within an organizaton, as it
often does within colleges and unnersities, additional costs
are ncurred to deal with the problems caused by the slack

Productivity

Closely related to costs of higher education 1s the concept

of productivity In stmple terms, productivity refers to the ratio
of outputs to inputs, where higher ratos reflect greater “pro
ductvity™ and vice versa. In industrial setungs, productivity

1 relatively casy to measure One would need only o take

the total product (output) of a company and divide the mput
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of chotce. per worker, per dotlar spent. and so on Measnring
productivity in higher education 1s a much messier propo-
sttion. In higher education, although inputs are relauvely easy
to identify (that is land, labor, and capital costs), “outcomes
are diffuse and difficult to measure™ (Mingle and Lenth 1989,
p. 13).

For many years, espectally in states where formula funding
was used to finance higher education, productivity in higher
education was seen in terms of enroliments Institutons that
were able to increase their enroliments were the beneficiaries
of increased funding through the formula (Lestie and Ramey
1986), and much of it had to do with the meritocratic goal
of state and federal governments m maintaining access to
higher education for all eligibie citizens Institutions that in-
creased their enroliments were seen as meeting that goal and
were rewarded as such. In recent years, however, much has
heen said of the declining productivity of American higher
education. Part of this debate hinges on the seemingly un
ending ditemma surrounding the measurement of higher ed
ucation’'s productivity Steeply rising costs combined with the
trend toward an onientation focused on outcomes in higher
education have led many state policy makers to question the
tesults of public expendrtures Increased enroltments are no
jonger automatically assumed to be desirable ends and thus
are no longer rewarded with increased funding. In fact. n
creased enroliments sometimes result in decreased funding
for higher education (Leshie and Ramey 1986). Further. state
fevel efforts to assess outcomes of higher education are often
seen as meffective or ntrusive

A somewhat broader dimension of the ssue of productivity
m higher education is the extent to which hugher education
is perceived as improving the productivity of the state and
nattonal economies, Conceptually, hugher education and state
natonal economic produdtivity are now seen as being mex
tricably Imked (E.R. Carhsle 1988) Higher education produces
hoth a more educated work force and research actvities that
improve the productivity and competitiveness of the econ
omy A recent meta analysis of the economic value of higher
education found that, “overall, education may contribute to
as much as 50 percent or more of growth m the economy and
higher education may contribute almost hatf of this [amount]”
(Leshie and Brinkman 1988, p. 82). As a result. the question
remains as to what extent ambiguties n the measurement

A~
For policy
makers,

bas become

a political
maypole
around which
few can
afford not to
dance.
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of higher education’s productivity have a negauve effect on
the productivity of state and national economies.

Quality

Even more amiy juous than the defimtion and measurement
of higher education’s productivity 1s that of the quality of
higher education. These ambiguities aside, the gquality move
ment in gher educanon includes some central tenets

1. College students should tuke, and faculty should teach,
college-level courses, remediation detracts from the qual
ity of the insutution
The public sector should be stratified. the integrity of the
“flagship™ must be mamtaned through toughened ad
mussions standlards, even at the expense of “lesser”
institutions.

. Institutions should serve the cause of econonie devel
opment, a "quality™ mstitution s a bg draw m economic
development (Mingle 1989).

For pohcy makers, “quahty” ligher education has become
a politcal maypole around which few can afford not to dance
At the same time. institutions have begun to come to terms
with this poliscal meaning of quahity, and therr feaders have
started to work these concepts into thewr own rhetorie Quahity
to any mstrtution of higher education depends heavily on the
acquisition of 1esources. In fact. uatity i public universi
tes- as o casured by faculty productivity, student compe
ution, and so on s sigmificantly correlated with the amount
of state support for gher education (Volkwein 1989) Ef
fective mstitutions “mteract with therr environments in was
that enhance the acquustion of resources™ (p. 149). Tt wouid
appear then that those institutions that most effectively ar
uculate state goals for the enhancement of “quality”™ will be
the ones to get the lion's share of higher education apypro
priatons, which in turn remforees the quahity of the mstitu
uon. For colleges and universities, then, enhancing quatity
(or the acquistion of additional resources) has become
heavily dependent on the abihty to speak the same language
as state policy makers

Budgetary implications of cost,

productivity, and quality

The interrelationships among cost, productvity . and quality
are relatvely clear, but the achievement of destied budgetany

Aruitoxt provided by Eic:




Aruitoxt provided by Eic:

ends related o these coneepts 1s less than clear “When ex
ternal constituents complain about the high costs of higher
education orats lack of productivaty, they seldom wish to see
socetdd commitment reduced in absolute terms”™ (Mingle and
Lenth 1989, p. 1) 1t s evident. however. that state budgeting
for ngher education will need to change to address increased
costs, lagging productivity, and the need to enhance quality.
Rescarchers and policy makers alike mereasingly cite three
steps. (1) becoming more goal driven. (2) using constramnts
on resources, and (3) nuaking better use of meentives

Becoming more goal driven. One proposed system for
improving on these areds in higher education consists ot
godls, incentives, and formation (Lavin 1989) Goals provide
the comerstones for reducing costs, improving productivity.
and enhancmg quahty By establishing dear goals and prior
tties, an institution has a blueprint upon which it can effec
uvely maxiize the use of its linuted resources to achieve
these goals and prionities. By the same tokena if an insticution
does not possess a clear sense of its “nussion,”™ tesources are
squandered Of course, the establishment of goadis will not
necessanly ensure that mdividuals within the institution will
pursuc them Incentives are needed to encourage indviduals
within the mstitution to align themsehes with the mstitution’s
misston to reach those goals Such meentives may be related
to salary. not 1efated to salary L eatrmsic Gawards, travel
funds. personal computers. for example), or mtrmsic (greate
autonomy. more challenging assignments, and so on) For

an institutton an mportant mcentive might be the ability to
retamn savings from reduced costs and improved productivity
Fmally, mformation systems are needed to provide feedback
to the mstitution and the state as to whether or not the m
stitutton 1s achieving its goals (accountability) and whether
better aternati es are avatlable o meet the desired outcomes
Informatton on aternatives i one of the least developed areas
within the topre of costs, productivity, and quality (Levin
1989)

Using constraints on resources. A somewhat different svs
tem for reducing costs, mproving productivity, and enhanding
quality consists of tesource constrants, strategic thinking,
centives, and ndnidual and group empowerment (Massy
1989) Resource constraints include the end of “cost plus”
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pricing m higher educaton. which has contributed to the
large increases in tution and fees m all sectors of higher ed
ucation Resource constraints force the mstrtution to constder
which areas could be reallocated to other parts of the orga
nization and, ulumately, to the institution’s goals and prior
ities. This process results in strategn thinking regarding the
mstitution’s purpose and direction and ultimately use and
allocation of resources within the institution: Should the in
stitution contunue to pursue 4 full range of academic programs
at all levels, or should it consider concentrating its resources
at the undergraduate level and improving the quality of the
undergraduate curriculum? Incentives. rewards, and recog
mition provide for positive reinforcement of activities that fur
ther the institution’s goals and identify negative behaviors
Related is the empowerment of individuals to ensure that the
necessary work gets done. For workers m knowledge. such
as those m higher education, autonomy 1s a powerful incen
uve m the performance of one’s job. Similarly. the lack of au
tonomy tends to stifle creativity and ulimately work against
the goals of reducing costs, improving productivity, and en
hancing quality.

Making better use of incentives. In recent years, an arca
related to costs, productivity, and quality in which some states
have been extremely active has been the arez of fiscal incen
uves. In essence. the entire budget may be seen as one big
fiscal incentive tor higher education

The budget 1s one of the two primary medhanisms avalable
to state gorernment fm‘ signaing iy priorities and f()r trans
lating plans mto action. . . As the major funder of public
Isitions ()f postsecondary education, state government
has avatable to , through the budget process, a potentially
rery long lever to he wsed m bringing about desired change
(Jones 1989, p 1)

During the 1980s. b ever, many state higher education lead
ers intenstfied efforts o mprove quality through the use of
compentve, categorical. and incentive finandial strategics
Berdahl and Studds 1989). Though base budgets remain the
main source of funding for lugher education, these incentive
progiams have become a way for policy makers to place then
pohcy goals for lugher cducanon in the spothght and to re
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ward those who further these goals Some in higher education
view these programs not as incentives but as threats o the
base budget

Three states that are substantially snolved ia incentive
funding programs are Florida, Tennessee, and Ohio, Florida
has a number of fiscal incentive programs, mcluding Centers
of Excellence. Emment Scholars, and an Equipment Trust
Fund. Between fiscal years 1974 and 1989, the state put $115 7
million mto the categorical programs, $54.2 nulhon through
mneentive grants for its senuor mstitutions, and $10 3 nuthon
mto its competative programs (Berdahl and Studds 1989) Ten
nessee has had in place for over T years a fundig mech
anism that ties improvements in undergraduate education
at state umiversities, comnunity colleges, and technical in
stitutes witn additional unrestncted funding. During this pe
riod. over $102 million was allocated through this program
(Folger 1989) Ohio's Selective Excellence Program 1s actually
a collection of seven incentive programs. the first two of
which (Emment Scholars and Program Excellence) were es
tablished i 1983 (Harston 1989). Between 1983 and 1989,
the state mvested a total of $157.6 nuthon i this program
(Ohio Board of Regents 1989) The goals of these programs
range from improving undergraduate education in alf sectors
of lugher education to expanding researdh. The empirical ey
idence on the overall effectiveness of these or similar pro
grams m meeting state godls 1s hmuted and inconclusi e, how
ever (Levin 1989)

In summary, the evidence on the budgetany imphications
of costs, productivity, and quality suggests five imperatives
for the future Fiest, i dealing with these dilemmas, state and
institutional higher education leaders must dearly agree on
what the policy goals for ligher education are or ought to
be at all fevels, Second. state policy makers must comnut
themselves o constraints on resources and enforee them
firmly ‘Thard, institutional leaders must take a hard ook at
options for reallocation for their mstitutions: Fourth, state pol
1y makers may have to allow budgeting to become more de
centralized to alow more flexabihity on campus in the pursunt
of these goals And fifth, all participants wathin the state hugher
cducation budget process should encourage a certain degree
of experimentation. some nisk taking, and, above all, mno
vation wathin the educational eaterprise (Levin 1989)
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Affordability

During the 1980s, the affordabilnty of higher education began
to develop as asignificant issue for state pohey makers Be
tween fiscal years 1981 and 1988, w erage tuiton it public
mstitutions meredsed by 83 percent and aveage tsition at pri
wate mstitutions grew by 93 pereent, while the CPEand meduan
tamih income grew by 3¢ pereent and SO pereent., respedtvehy
CHalstead 19894) Further, mereased inequahty inainconie
among Amertean taniies has led to @ vanishig muddie class
and 4 natton of haves and has e nots resulung from the grow
g mcome gap between ndn duals with high school and
college diplomas (Levy 1989) The tradittonal policy levers
available to state higher educauon policy makers for dealing
with the question of aftordability include setting public tuition
levels and providing student finanaal aid In recentyeats, an
addional Tever has heen siate mechanisms to help parents
save for dhtldren’s college education, such ds tution prepay
ment and savings plans

Tuition policy

liachtionally, tion m the public sector has been seen as a
wan o plug the gap between state appropriations and ex
pected expendutures for the commg fiscal year, leading to an
imverse telatonship betw een the two soutces of funds Dunng
the 19805, the raprd rise m mstitutional costs and expendi
tures, coupled with a deddine m state approprations, Jed 1o
the substanuad growth m tntion at pubhic institutzcas (Wt
struch and Bragg 1983) Further, empirieal eviddence suggests
it mcredses m tuttion adversely affect entollments {approx
imateh 18 to 24 percent dechne tor every $100 merease m
prce) Cheshie and Brinkmar: 1988) An-added comphication
fits been the increased tocus on the quatity of higher edu
catton m the midst of the nsing costs of atendance “Nobods
hkes hugher prices, that s a gnven. But it higher prices ae
hnked to Tower quahty, the tesuir can be devastaung™ (Ro
senswerg 1990 p o)

Inan effort v addiess the ssue of atfordabrhiy, several
states have reesamined or are m the process of reexammanyg
there pohicies tor setung tution: A survey by the State Highet
Fducation Fxeauti e Officers (SHEEOs 5 adcates that erght
states have statutes that set expected tuition revenue as da spec
tied percentage of nstructional costs or state appropriations
and that tour states establish tuttion and fec wates through stat




ute or rules as a spectfied percentage of cost pet student or
state appropriations (Mingle 1983) Further, the survey in
dicates that over half of the states in the country use the C21
or HEPL cither formally or informally, in setung tuton, which
indicates tt . states are tryng to minimize the traditonal 1ole
of public tution as a plug by linking it 1o external factors. The
effect of these efforts his not yet displaced the traditionad in
verse relationship between twition and state appropriations
for lhugher education, however (Haaptman 1989)

Although state policy makers have no direct mfluence over
settng tution in the private sector, some states have at
tempted to mdirectly mfluence the growth in tution at pri
vite mstitutions through direct institutional grant programs
‘These programs are usually based on the number of restdents
enrolled. the number of degrees conferred by the mstitution,
or contracts for spectfic programs {Lapovsky and Allard 1986)
As tntion and «ees remain the Ergest source of revenue for
ninate instituttons. any additional outstde funding could help
prechude the need to raise tition m the private sector.

Student financial aid
A related policy lever addressing the ssue of affordabihity 1s
state funded. need bosed grant and scholarship programs Sru
dent aid has been shown to mcrease access to higher edu
caton. promote chotee, and mprove persistence among re
ciprents {Leshie and Brinkmuan 1988). Every state has some
tform of need based student wd program for undergraduate
students In fiscal year 1988, states awarded #1.8 billion n
grant .rd to 1 7 mulhon students { Recher and Davis 1988).
The requiremenis for and eligibility of students to particpate
vary tron state to state, Although it s achnowledged that the
amount spent by states on student financial aid pales in com
parson with that spent by the federal government, it remains
an important policy lever

11 the past, the arguments about aftordabihity, tution, and
student financial atd have tended to be either for low or no
tuttion low financul wd or for high taition high financial .ad
(Watstruck and Bragg 1 88) The argrment for low or no tu
ition assumes that soctety 1s the ulumate beneficiary of an
educated populdion, thus, government should subsidize all
ot a significant portion of the operating costs of higher ed
ucation institutions Conversely. the position tor high tuition
high student aid argues that m general the mdwvidual, not »o
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ciety, 1s the primary beneficiary of a lugher education and
that those who can afford it should pay full price, allowing
the government to concentrate on subsidizing needy indi-
viduals through student aid. Virtually all states identified as
having lugh tuition aiso have large student aid programs
(Muilen 1988).

In recent years, state support for student aid programs has
dwindled along with state general appropriations for higher
cducation, while tuition has increased Nationally, need-hased
grants kept pace with tuition m only about one-third of the
states between 1983 and 1988 (Halstead 1989a; Reeher and
Davis 1988). Federal grant programs, especially the Pell grant
program, did not keep pace with tuition during the 1980s
(Hansen 1989). It would seem that wition, financial aid, and
mstitutional support would be linked at the state level to meet
the objectives of student aid pohcies, regardless of the under
lying philosophy within the state. A recent survey revealed,
however, that only 17 SHEEOs felt that these policies were
closely linked within therr states (Curry 1988). Thus, the real
poliey 1ssue is not whether or not state government should
provide student subsidies for higher education, for both high-
and low-tuition states provide subsidies in one way or an-
other Instead, the real issue lies in the development of a co
hesive plan ensuring that policies for tuition. student aid. and
nstituttonal support are linked in a way that 1s adequate to
finance the costs of higher education

State tuition prepayment ans: savings plans

Initial state involvement m ttion prepayment and savings
plans developed during the 1986 and 1987 legislative sessions
(McGumnness and Paulson 1989) Michigan was the first state
(o enact a prepayment plan (the Michigan Education "Trust)
m 1986 In 1987, 1Hmois created and enacted the Tiinos Col
lege Savings Bond Program As of September 1989, 11 states
had tuition prepayment plans, and 19 states had college sav
ings bond programs Of those programs enacted, three states
have implemented tuition prepayment plans, and 12 states
have conducted at least one college savings bond sale
(McGumness and Paulson 1989)

‘fuinon prepayment plans allow parents to prepay tuttion
at current or discounted rates at saate institutions of higher
education several years in advance of their child's entry In
Florida, parents may also prepay room and board at any state

Aruitoxt provided by Eic:

&0




that wition will be covered in tull by the plan at the ume of

university In return for the prepayment, the: state guarantees —

matriculation The potential benefits of these plans for par R ’
ticipants are obvious, given the rapid growth in twition and lax-exempt

fees during the 1980s The plans ziso have a number of po savings bonds
tential drawbacks for state policy makers, however. the m bave bareb,

abulity of legislatures or instirations to raise tuition m the fu kept upy with
ture because of the plan's considerations. the risk that growth
in the plan’s assets will not keep pace with growth in untion,
and the fact that those who can afford to participate in the
plan may not really nieed to, while those who could most ben
efit from such a plan (that 1s, low- and middle-mcome fam-
tlies) will probably not be able to afford  parucipate (Layzell
1988a) Other disadvantages include the lack of flexibility
these plans provide and the fact that they might promote un
fair competitive advantages between certam types of insti
tutions (Anderson 1988a).

College savings bond programs are typica. 5 structured s
part of a state’s general obligation bond sale for the year The
bonds are zero coupon bonds bought at a discount. with the
proceeds paid at maturity. They are most often sold with face
values of $5,000 and marurities ranging from five to 20 years,
with interest rates between 6 and 8 percent (McGumness and
Paulson 1989). Typically, the bonds are exempt from both
federal and state taxes. In some states, additional incentives,
such as cash bonuses, are n place to mfluence buyers to use
the bonds for college.

Such bonds have several benefits. Their relatvely o cost
makes them an investment that 1s avai’able to a broader spec
trum of a state’s population. Parents are not locked into a cer
tain mstitution or type of institution. And the state assumes
no nsk with regard to future tuttion rates, given that no prom
1se is made that proceeds of the bonds will keep pace with
taition Unfortunately, this benefit is also the concept’s biggest
drawbuck, as, historically, tax exempt savings bonds have
barely kept up with inflation (Anderson 1988¢) As noted pre
viously, tuition outpaced inflation throughout the 1980s Thus.
parents who mvest in these bonds may well not be meeting
their goal of saving for the fewre education of therr children
Another drawback includes the fact that too much zero
coupon debt could adversely affect the state’s future credit
rating, given that payment of such debt is shifted to future
administrations.

]
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Because tuition prepayment and college saving plans are
so new, no emprrical evidence exists about their effectiveness
i meeting objectives for atfordability While both make po
fitical and practical sense to policy niakers, 1f any of the neg
atne arguments presented in either case hold true, the pos
sibility exists that these programs may be doing more to hurt
affordability mutiatives than to help them. Both alternatives
require careful momtonng and gathering of emprical data
m the conung vears to evaluate their effectiveness fully

Economic Development

For state pohcy muakers, the potentral use of higher education
in the state’s economic development has become a major
1ssue. For most states, economic development is synonymous
with the attraction of high technology idustries, which in
volves higher education “Frononue planners mereasingly
regard academic mstitutions as crtical resources m strategics
to remvigorate mature ndustries and sumuldate new, “sunrise”
industries” (Johnson 1984, p 1) Consequently, some states
have begun to mplement new economic development pro
grams through the budget process for mgher education In
terestingly. one study found that states that have promoted
themselves as preferential sites for business deselopment also
tended to have expanded gosernmental mvestment in higher
educaton (Slaughter and Sibva 1985) The primary ways that
hugher education has become mvolved m economic devel
opment have been m the forms of research actvties. edu-
cation and tramnmg for the work force, and business partner
ships with higher education

Research activilies

Basic research activaties are the cormnerstone of @ natnon’s eco
nomic development, and most basic rescarchis carnied on
at major research utversities: Research s the catalyst for tech
nological innovaton, which leads to improved productivaty
and economic growth (E R Carbisle 1988). In the past, the
tederal government was the primary source of government
fundimg for research, but in recent years, state governments
have been taking a larger role i funding research within
higher education, either by fully funding rescarch projects
ot by leveraging funds through challenge grant programs
Ohio implemented ats Research Challenge Program in 1985
to stmulate new and expanded research at colteges and un
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versitios. It provides a partial match through state funds to
research projects with a high probabihity of secunng outside
funds. Between 1985 and 1989, the state invested $30 3 nul
lon i this program (Ohio Board of Regents 1989). California
established the Mictoelectronics and Computer Research Op
portunities Program in 1981 to promote research in micro
electronics technology. The program provides matching funds
for faculty research projects and provides fellowships to grad
uate students in the University of Califorma system (Maryland
State Board 1980).

Education and training of the work frrce

Animportant dual component m attracting and retammg high
technology industries within a state is an cducated work foree
and the ability to provide trainig to meet agh-technology
companies’ needs for workers. It is even more imperative.
given the fact that the gap between the demands for labor

of high technology mdustries and the current supply of
workers qualified to meet this demand nattonwide has grown
significantly over tume (Johnston and Associates 1987). Col
leges and universities have been seen as a means o improve
the quality of the state’s work force as well as to improve on
gomg truning for the employees of high technology bust
nesses Liniversities provide graduates trained in engineering,
scienee, and math these companies need. The majority of ac
tve education and traming of the work foree 1s being done
by community colleges (Hines 19884), and community col
leges often develop specialized traming courses for a com
pany’s labor supply. In North Carohina, for example, a rep
resentative from the community colleges is sent along on state
business recruiting trips who often guarantees a trauned work
force on the day the business opens if the company will Jocate
within the state. Even so some states have lagged in ther fi
nancl support of community college inauves, thus weak
ening an important ik (Nazario 1990),

Business partnerships with bigher education

The connection between higher education and high
technology mdustry has thiree major inks. research, human
resource development. and technology transfer (Johnson
198+4) “Technology transter 1s probably the most important
ofthe three for retaming and strengthenig relationships with
companies and ultmately perpetuating cconomic growth
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Technology transfer involves the commercralization of re-
search results (Johnson 1984) From the business perspective,
the successful transfer from laboratory to commercual pro
duction 1 the most important consideration m remaining
within 4 certan location, State iniuatives for the transfer of
technology nclude research parks, business mcubators, and
consultng/extenston services (Anderson 1988h).

One of the oldest and best known examples of partnerships
for the purpose of technology transfer is Research Triangle
Park in North Carolina The park, begun in 1956, combmes
the resources of the state, three universities, private industry,
and the federal government in ventures that ensure that tech
nology transfer remams a smooth process A more recent ex
ample is Ohio’s Thomas Edison Program. which consists of
three components. a seed development fund that matches
state funds with private funds m developmg new products,
technology centers at universities to explore areas of tech
nological concern within the neighborig business comimu
mity, and meubators to provide academic expertise in setting
up new technology based companies (Maryland State Board

1986)

Some caveats about economic development

Despite all of the potential financial benefits higher education
can reap m the state economic development game, a number
of caveats remam Fiest, despite ats altruistic motives., economic
development remains a political mstrument “Creating jobs.
teducing unemployment. . and stimulating economie ac
vty offer politicians considerable grist for their mills™ (Hines
19834, p 63) And depending on the political winds, 1t could
prove to be either a help or a hindrauce o a state’s higher
education leadership. Thus, higher education should be care
ful about the alliances at forms i the process of participating
n a state’s ecenomic development efforts Second, economic
development is a long term proposition, and a quick fix men
tahty could cause problems for higher education Third, the
fundamental afferences between the academic and the bus
ness worlds should never be forgotten. These dissimilanities
are found m two sets of different values With regard to wotk
values, academics find the mears most nnpy(mt, while busi
nesspeople find he end product most important. And with
tegard to lifestyle, the hife of the academic tends o be much
more burcaucratic, less stresstul, and generally more secure
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than that of the businessperson (Bird and Allen 1989). If not
controlled, these differences could well hamper development
acuivities. And fourth, evaluations of the effectiveness of eco
nomic development efforts involving ligher education have
been sketchy up to now (Anderson 1988h). Thus, state policy
makers should be careful about the amount of funding ded-
icared to such initiatves,

Minority and Nontraditional Students

Two policy issues that have gamned importance n the past de
cade are the issues of minority students’ achievement and
the uccommodation of nontraditional students. These issues
have gained significantly in importance at the state level,
while, at the same ume, higher education has come under
fire for farling to meet the needs of these two groups:

American colleges and universities bave proven more adept
at marketing to nontraditional students than at tailoring
educational programs 1o meet their needs, u hile, ironically,
that same marketing bas fatded to end the persistont pndor
representation of blacks and Hispanics, along with poorer
whites and Natwe Americans, among college students, sta ff.
and faculty (Policy Perspectives 1990, p 1),

‘These two major trends & © causing problems for higher ed
ucation at a me when higher education is being asked o
help with a number of economic and soctal problems.

Minority students’ achievement

‘The nunority population m this country has grown dramat
scally over the past decade. primanly African Americans. 1hs
panics. and Asians. Our population has become more diverse
than at any other time in history. ‘the same degree of dwersity
does not exist in higher education, however. Between 1976
and 1986, the enrollment of African Americans in higher ed
ucation dechned from 9.4 percent of all enrollments to 86
percent of all enrollments, while the Hispanic share mcreased
from 35 percent to 5 percent of all enrollments (U'S Dept.

of Education 1988, table 146). Although the representation

of Hispanic students has increased over ume, the fact that,
durg the 1980s. the Hispanic population grew five times

as fast as non Hspanics and that they currently represent 8
percentof the total population indreates underrepresentation
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in higher education (Busines Week 1989) Interestinghy, most
mstitutions reatize that they are notimprosing the achieve
ment of minonty students A recent national survey of campus
adminstrators found that tao thieds rated their mstitution’s
performance as “far” or “poor”™ m recriung Afnican American
and Hispanic students And 40 percent rated efforts to retam
African American and Hispanie students as ™ far™ or “poor”
(El Khawas 1988).

Because of these factors, state policy makers have started
to become mvolved i atives for ninonty students Two
of the most common programmatic initatves have been stu
dent aid programs for minorty students and collaborauve ef
forts within higher educauon and between higher education
and clementary secondany education refated to the progress
of mmotues (Hines 19884). An example of the fauer s the
Minorty Educationat Achiesement grant enabled b, the 1
linors Higher Education Cooperation Act The sote has atlo
cated atotad of #1255 nadhion for the grant smce its incepuon
n fiscal vear 1985 o foster cooperatnve programs anong in
sttutions of ligher education in Hhnots designed 1o improve
the representation of mmonty students: One specific example
of such a cooperan e venture beng funded through this pro
gram 1s the Chicago Area Health and Medical Careers Program.
imotving seven atea medical schoots (public and privace ).
one university. and twvo not for profit organizanons The ob
jective of this program is to 1crease the number of African
Amencan and Hispanic physicians and other health profes
stondls. Students are recrunted from the sixth grade through
college for parucipation in a structured multiyear program
provicing academic support, guidance coursehing. nterac
tons with rote models m the health professions, and numet
Ous attemplts at miervention

Nontraditional students

Nontraditional students —those aged 25 and older or those
who do not enroll full ume in higher educaton directly after
high school —have presented a difterent problem tor higher
cducauon Over ume, these students have begun to replace
trachuonal students as the magority on college campuses Be
meen 1976 and 1986, nontradionat students grew from 10
to 18 pereent of the total, and they ae expected o total 60
peteent by 2000 (Policy Perspectires 1990) Colleges and um
versities have responded to this growing segment by increas
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ing their marketing efforts to atact such indwviduals to their
campuses Some observers have noted that despite these mar-
keting cfforts. higher education remains an enterprise talored
to the needs of traditional students (Policy Perspectives 1990).
Thus, as these students become the new majority, they will
begin to pose budgetary implications for the state. such as
funding for new instructiona’ programs, additional funding
for off campus sites, and a different onentation toward student
services. Like achievement for mmority students, ample lit-
crature exists on the trend in nontraditional students and then
implications. But given the significance of the 1ssue, the it
erature 18 extrenmely sparse with regard to specific state ni-
tiatives designed to improve the matriculation of nontrad
tonal students.

The State and Independent Higher Education
State policy makers have long realized that the independent
sector of lugher education represents an important compo-
nent of the diversity of higher education and that it also pro
vides a number of economic, cultural, and other quahity-of
life benefits to the state, One important direct benefit to some
states has been the avoidance of costs 1o educate residents
who choose to attend independent colleges and universities
(Brinkman 1988) Consequentiy, some states have chosen
to invest a significant amount in the mdependent sector The
significance of independent higher education varies constd
crably from state to state, given its physical presence and his
torical traditions, As a percentage of total higher education
institutions, private institutions range trom 88 percent m the
District of Columbia to zero in Wyomung (Lapovsky and Allard
1986) As a result, the importance of the independent sector
in the state higher education budget process varies from state
to state as well,

Three distinct state policies can be discemed with regard
to mdependent higher educaton (Zumeta 1988a) The first
posture is the luissez fare approach, m winch the indepen
dent sector 1s left to its own resources and the state allows
the sector to regulate itself. In extreme cases. the state pro
vides no fundig at all to these maitutions. The second pos
ture is state contrad planring, in which the independent sector
is an ntegral part of state planning for higher education At
the opposite end from the Eussez faire posture, this approach
extensively mvolves independent higher educauon in pro
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grammatic initiatives and 15 a recipient of substantial state dol
lars. In states pracucing this posture, accountabihty is likely
to be an important issue as well. The third posture 1s the
market-competitive approach, whose basic policy objective

1 the promotion of fair competition between sectors. A state
taking this posture would be most concerned with correcting
“market imperfections™ through subsidhes for student aid, tax
incentives, and other such mechanisms (Zumeta 1988a)

For states that have chosen to take a proactive policy stance
toward independent higher education, the primary budgetary
mechanisms have been student ard and direct institutional
grants. All states except Wyoming (which has no independent
mstitutions ) now have at least one student aid program for
students from the independent sector, In addition, 17 states
have separate tuition equalization grant programs for students
attending pravate institutions (Zumeta 1988b). In general, the
proportion of a state’s enrollment m private insttutions and
the level of funding for state student aid are strongly corre
Lated (Zumeta and Green 1987) Given the decrease over time
in federal financial aid and the significant increase in expen
ditures for institutional aid within the independent sector,
state student financial aid programs (v hen hinked with public
university tuation policy) have probably become the most i
portant pohcy lever avaitable to state policy makers with re
gard to the prnivate sector Twenty one states also have direct
mstitutional grant programs to private colleges and univer
sities that take the form of general aid (six states), support
for health refated programs (21 states). support for other ed
ucational programs (12 states), support for research and tech
nology (10 states), support for programs for underserved stu
dents (six states ). support for cooperative ventures (four
states ). and capital grant programs (three states) The cumu
fative policy effect of direct institutional ard to the mdepen
dent sector 1s less ctear than that of state student aid, although
the mdependent sector reportedly highly vatues direct state
aid (Zumcra 1988b).

Summary

The state higher education budget has become an important
means for implementing state fevel higher education initia
tves Accountability has become a significant prionty for state
policy makers. As the coneept of accountability has evolved
from a fiducan onentation to one directed toward outcomes,
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accountability mechanisms have begun to evolve from re
porung mechanisms o instruments of change or, in other
words, from process to product. As a result, future account-
abdity mechanisms will likely be more integrated into the
state budget process for the purposes of feedback than atany
time in the past.

Cost, procductivity, and quality are imextricably hnked. The
sigmficant growth i higher education costs is « function of
the lack of internal constraints on resources, the labor-
intensiveness of higher education, the natural propensny for
colleges and universities to grow rather than reallocate, and
the resulung organizational mefficiency. Related is the con
cem about the lack of productivity in higher educatton At
the same time that costs are mereasing, the outcomes of
higher education are becoming harder 1o measure, largely
because goals are diffuse and unclear. Consequently. the
maintenance of quahty i higher education has become an
extremely politcal ssue for states Inan effort o maintamn
quality, several states have devised incenuve funding pro
grams (o promote qualiy in speafic areas, including under
graduate education and basie research. Related issues remam
g for state policy makers mclude the setung of speafic goals
for higher educauion and the muroduction of innovation within
the budget process 1o meet those goals,

As the mequity between wiuon and come mereased dur
mg the 1980s, affordability began o ke on importance as
well. Inan effort o mamtam affordabilny, some states have
atempted o Ik untion policies 1o external factors rather
than to the standard pracuce of using wtion revenues 1o offset
declining state appropriations Another w, of addressing af
fordability through the budget process has been the funding
of stare student aid programs. States with high wution usuatly
have high student aid programs, although surprisingly few
state closely link student ard, taton, and nsututional sup
port Several states have devised uition prepayment and sas
ings plms, and although they have high politcal appeal, they
have several disadvantages. not the least of which is the lack
of any evaluation of effectiveness 1t s evident that states need
to hegin to coordinate therr financing policies more efficiently
if they are 1o effectively addiess the issue of aftordabdity.

Higher education has become very imvolved in states™ eco
nomic development, partially as a way 1o merease 1ts funding
from the state. State funded economic development activities
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inclule research and development programs, involvement
in educating and traiming the work foree, and fostering part-
nerships with business for the purpose of technology transfer
The effectiveness of these activities remams unclear, and nu
merous potentidl problems exist, including the highly pohical
nature of cconomic development and the fundamental dif
ferences between higher education and business.

Mmority and nontraditional students present spectal prob
lems for state policy makers. Mmnorities have mcreased as a
percentage of the totdl population but have dechined as a per
centage of enrollments in higher education Most states have
mtated programs through the budget process to provide ard
for minorities and 1o encourage the development of mno
vatine cooperative programs within the education community
It 1s well accepted that nontraditional students are fast becom
ing the new mortty in higher educatton, but higher edu
catton has doe hitde to change its structure to meet the needs
of nontraditional students.

Many states have long realized that the presence of inde
pendent higher educaton provides many angible and mtan
mble penefits. As a result, many stiates support the indepen
dent sector through student asd and institutional aid programs
Becuu, ¢ tederal student ard has decreased over time and in
stitutionel aid programs at private schools have mncredased, state
aid prograns. > obably represent the most significant pohey
lever avinlable with regard to the independent sector
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ANALYSIS AND IMPLICATIONS

As previous sections have illustrated, state budgeting for
higher education 1s a complex. multifaceted process involving
a number of players and factors Within the framework pre-
sented, the environmental context frames the state higher ed
ucaton budget process, resulting in a “product” (the budget),
which in tum provides a number of outcomes Synthesizing
the hterature on this und related topics provides a sense of
the gaps in the knowledge related 1o state budgeting tor
higher education. Thes section analyzes the extent of what

15 known regarding this topic ane’ dhe implications for research
and for practutioners

Analysis and Implications for Research

This subsection blends an analysis of what has been presented
m this monograph with regard to state budgeting for higher
education with the implicauons for research. It proceeds with
the areas of framework used in this monograph as well as the
separate areas of context. process, and product

The framework for state-level budgeting

for bigber education

The framework for the budgetary process provides a start to
finish, external environment-to completed outcomes means
of understanding what oc curs i budgeting. The major weak
ness in the framework is :mpirical research o aftirm (or dis
affirm) portions of it. For example, rescarch exists about the
relationship between spedific environmental factors and total
state spending for higher education, but little rescarch 1s avaid
able about the interactions among some of the environmental
variables themselves and their combined etfects on higher
education budgets. The economic context of budgeting has
already been established as a sigmficant factor with regard

to budget outcomes, but that economic context will be af
fected by the demographic and political factors that develop
in the 19905 One such factor is the aging of the population
in general. Will older Amenicans desire higher education to
the degree that once was supportable? As baby boomers age,
will new pohitical factors force shafts i the tevel and type of
funding for hugher educauon? ‘The birth and coming of age
of the baby boom generaton foreed massive expansion of
higher education and its funding support during the 1960s
and 1970s. Will it nosedive in the 1990s and mto the next cen
tury as that same generation ages and requires a different set
of services?

Rm{ang Jor thigher Fducation at the Stte erel "0
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The environmental context of state budgeting

Jor bigher education

Within the scheme of state budgeting for higher education,
contextual factors, such as a state’s historical traditions, po-
litical culture, demography, and economy, all affect the pro-
cess and outcomes. The historical traditions and pohiical cul
ture within a state provicie the ground rules in the budget
process, while demographics and the economy serve as im-
mediate mdicators of supply and demand for state services.
A state’s traditions and political culture indicate how much
higher education is and has been viewed as a priority and
the relauve importance of the players within the budget pro-
cess—the governor, legistature, state coordinating board, and
individual campuses. On the other hand, demographics in-
dicate the demand for state services, and the economy pro
vides a measure of resources available to meet those needs

Throughout the 1980s and as we move into the 1990s, it
appears that the most critical contextual factor will be a state’s
economy, while other factors will moderate the effect of thie
economy on the process and outcomes. In the last decade,
the prosperity of ligher education both rose and fell with
state economies. Because both the timing and the size of
these changes vary from state to state, historical traditions,
pohucal ulture, and demographics moderate the effects of
the economy to some extent. To what degree these contextual
factors interact separately and with the budget process 1s es-
sentially unknown.

The culture and traditions of states are probably the most
promising areas for looking at the effects of historical or po
hucal variables. As noted carlser, the research on the relation
ship between political variables and spending for higher ed
ucation shows frustraungly inconclusive results. 1t is obvious
to any observer of the political scene that variables like par
ticipation by voters, public opinion, or partisan control of the
legislature influence a state's spending priorities. The tradi
tonal ways of measuring these factors’ effects is clearly un
satisfactory. Conducting qualitatns e research on the culture
and tracdhtions, particularly some of the political traditions,
may be a means of clarifymg some of these refationships.

The state bigher education budget process
Closely related to the culture and tradiions of states is the
process of budgeting, clearly an arca that needs more research.

an
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Budgetng and budgets cannot be captured entirely through
numerical descriptions or quantitative studies. A budget is
not cut and dried. It represents a wide spectrum of person-
alities, organizations, priorities, and needs. The study of
budgeting does not support the English scientist Lord Kelvin's
thesis (paraphrased) that “if it can be measured it can be un
derstood.” Merely measuring the budget in quantitative terms
15 not sufficient to tell the whole story of budgeting

Because of this factor and numerous environmental
changes, budgeting cannot be described as simple incremen
talism. Budgeting processes and outcomes are more complex
than an annual linear progression. By understanding when
deviations from incrementalism occur, one can begin to ex-
amine the events that occurred near that time that might be
used to help explain the deviations. For example, state
pudgets for lugher education do not follow a single straight
line (Lyddon 1989); rather, the regresston line 1s a series of
smaller lines that shift at particular points Identifying events
such as the election of a new governor, a change in partisan
control in the legislature, or other events might help explain
what occurred before the shift and thus lend clues as to why
the shift occurred.

The shift from incrementalism, m which budgets are largely
hased on what was decided in the past, to a market model
of budgeting, in which budgets are adjusted to accommodate
changing conditicns, may vary state to state Thas variation
may happen as much because of the variation of economic
conditions as because of political culture and traditions. It
is not well understood what traditions govern why hugher ed
ucatior: in particular gets its “share™ in good times or m bad
Do traditions or pa..ems of organizational types exist with
respect to state budgeting for higher education? Some im-
portant work in this arca (Fisher 19884, 1988b) needs to be
extended to other states and to specific state budgeting
situations.

Considerable research on budgeting processes has occurred
at the federal level. Such research models could be applied
to states—individually or several at a time. For example, one
could apply the examination of agenda setting in health care
policy and transportation at the federal level (Kigdon 1984)
to states and examine who sets agendas for different arcas
of the budget. Using research about the governor's role in
budgeting (typically setting the parameters, or the agenda,

I
Merely
measuring the
budget in
quantitative
terms is not
sufficient to
tell the whole
story.

Budgeting for Higher Education at the State Level

ERIC qg

Aruitoxt provided by Eic:

81




for the state budget for higher education) (Adler and Lane
1988), one can study to what extent, and under what circum
stances, higher education leaders are able to set the agenda
or influence the agenda for higher education budgeting and
how this agenda 1s affected by the presence of special interest
groups. In many states, the advent of faculty unions and state-
level student associations has become an addition to the equa
tion. Though these interests are typically narrow (for example,
faculty salaries and tuition costs), these groups have become
another foree tugging at the budget from different directions
Other increasingly powerful interest groups include commu
nity college associations and private college federations. A
less organized, though quite potent, force is public opinion.
Public opinion polls help governors, legslators, and some
nterest groups gauge citizens' reactions to policy and bud-
getary imtiatives and therefore further affect the parameters
of budgeting.

Analysis of interest groups and agenda setting in state
higher education budgeting is not merely of theoretical in-
terest. The lifeblood of hugher education, especially public
higher education, is state funding Knowing who sets ugendas
and how within the political process can greatly enhance
higher education’s chances of influencing those agendas.
Higher education as a budgetary priority ebbs and flows, yet
its financial needs follow different patterns. Thus, it is critically
important to understand the setung of, and iniluencing of,
public policy agendas at the state level.

Research on the process of budgeting could draw heavily
on decision theory and on organizational theory. Much ht
erature is avatlable in public adnunistration about aspects of
budgeting, including the budgeting process. it could be drawn
together to assist in conducting rescarch on state budgeting
for higher education specifically. As already ponted out. the
rescarch literature on state budgeting for other areas is not
completely applicable to state budgeting for higher education
Higher education has special refationships with states that
may create completely different budgeting processes from
other state government entities. In fllinois, for example, the
governor allocates funds for cach of the state agencies in his
budget but provides a lump sum to the Board of Higher Iid
ucation to distribute funds among the various sectors of
higher education. In Michigan (as in other states), the final
budget includes a lump sum for each msutution of higher
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education, while the budgets for state agencies include very
specific line items and numbers of FTE positions.

A useful area of research would be an examination of the
role of legislative staffs in the budget process. Over time leg
islative staffers have become increasingly professional in their
training and background. Legislative staffs have an effect in
two major ways: (1) by acting as linison between special -
terests and legistators and (2) though the staff members’ abil-
ities to specialize in a narrower issue or arca than legislators
can. Legislators might, for example, assign a staff person to
get a sense of various special interests’ views and to suggest
a compromise or alternatives. Staff members’ abilities to spe-
cialize (compared to legislators who must confront many
issues) can influence budgeting through greater use of data,
more ability to draw 1deas, and resources from other states
or other sources. The effect may offset elected officials” more
political models of decision making by using rational sources
of information and suggesting related styles of decision mak
ing. How does 1t affect state budgeting for higher education?
When and how do staff members use their influence with pol
icy makers? As legislatures in general are asserting their au-
thority, it would be wise to examine therr roles and those of
the staff.

Another line of research s the effect of tight econonue
times on the budget process. The outcomes have changed dur
ing economic distress: Less money 1s available generally, and
higher education has been viewed as more discretionary than
other items 1n the state budget. Literature already exists about
the effect of limited resources on institutions of higher ed
ucaton. In general, their budgeting becomes more cential
ized. Does the same phenomenon occur at the state level?
What specifically goes into the decisions made by state of:
ficrals to reduce spending for higher education (or to maintamn
its level) in tight economic times? Does the previous expe
rience that higher education is more discretionary continue
to hold true? Higher edncation 1s being incorporated into
many states” efforts at economic revitalization. Will doing so
help insulate the institutions from budget cuts in ught eco
nonic tin.es?

The state bigher education budget as policy document
To many state policy makets, the state budget for higher ed
ucation 1s a way to link the state's policy priotiues for higher
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education with the resources needed to meet those goals and
objectives. In the past, some policy makers have also used
funding for higher education to further their own political
goals, which might include both broud, statewidle initiatives
like involvement in economic development and assisting par
ents in saving for college and narrower goals, such as sup
porting the campus within one's home district {or withhold
ing support from the campus in another’s district). Some of
the policy areas addressed through the budget for higher ed-
ucation include accountability, costs, productivity, and quality,
affordability, economic development, minority and nontra-
ditional students, and independent higher education.

Over time, the issue of accountability has evolved from a
fiduciary orientation to one focused more on outcomes. Policy
mukers are increasingly interested in the goals achieved
through the expenditure of state funds for lugher education.
Unfortunately, most of the current accountability mechanisms
in place tend to stress the collection of substantial amounts
of data for ambiguous or unknown objectives, resulting in
continued dissatisfaction about the accountability of higher
educaton to the state. 1t is evident that new accountabihity
mechanisms will have to be designed in tandem with budget
ing processes that consciously link funding with state objec
tives for hugher educaticn and also the performance of higher
education with respect to achieving these goals. No doubt
many nstitutional officials will resist such efforts. Institutions
that speak the same language as state officials, however. often
fare better in achieving new resources from the state

Policy makers are also beginning to consider hugher el
ucation’s costs, productivity. and quality within the context
of the budget. Duning the 1980s, costs of higher education
grew at a rate far exceeding the rest of the economy as a result
of the general lack of constraints on resources, its labor-
mtensity, and the propensity of colleges and universitics to
grow rather than to reallocate. Concurrent waith the growth
in costs has been growing concemn about productivity. Higher
education outcomes have generally remained ambiguous,
while, at the same time, expenditures for higher education
have increased, largely because of new revenues brought in
thiough increased tuition rates The natural 1esults have been
concerns about efficiency and qualuy.

Some states have implemented fiscal incentive programs
as @ means to improve™ or "mantain™ quality, but the ef
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fectiveness of these progr. ns is generally unclear. What is
clear is the need for each state 10 devise a system that sets
specific goals for quality and productivity and hnks state fund-
ing with these goals. In truth, not much 1n this system is dif-
ferent from what was originally described as the basic objec-
tive of budgeting: linking resources with policy objectives
It . not yet clear whether the new quality initiatives represent
either new funds to institutions or are & way to prevent funds
from being croded from state spending for higher education.
It is also unclear what effect quality mitiatives have on dif-
ferent institutions. Further, what organizauonal mechanisims
help (or hinder) states’ efforts to differentiate among insti-
tutions? That is, are quality initiatives spread evenly among
all institutions or all programs, or are they rewards for actual
performance and thereby differentiated according to level or
performance outcomes? Which state entity decides on the
distribution, and what effect does the decision maker have
on the outcome?

State policy makers have also addressed the affordabihty
of higher education through the budget. The traditional means
of addressing affordability through the budget have been
through tuition pohcies and student financial aid programs.
Interestingly, very few states have attempted to integrate their
mstitutional aid, tuition, and student ad policies into a co
hesive program of support In recent years, many states have
also tried to address the issue of affordabality through tuition
prepayment and savings programs  These programs have high
political appeal, though they have several practical disadvan
tages, not the least of which 1s the unpredictability of future
levels of tition The effectiveness of these types of programs
is currently unknown, and the area is ripe for further study

The involvement of higher education in state economic
development was a phenomenon of the 1980s. Ways that
states have mvolved hugher education in these efforts include
research programs, training and education programs for the
wor!" force, and the development of partnerships between
higher education and business for the purpose of technology
transfer. Given the newness of these types of initiatives, their
effectiveness remains ambiguous and potenuial poliucal prob
lems exist for higher education. Some evidence exists, how
ever, that higher education reaps fimancial benefits in states
where it plays a significant role in economic development.
Questions rennain about these programs” practical value Is
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the pavoff greater than the cost to the higher education insti
tution or the state? Does spending for these programs con-
tinue ad infinitum, either as categorical programs or by being
folded into the base budget itself, or are these programs sub-
ject to ongoing evaluation? What effect, if any, do these pro-
grams have on an institution’s mission and program mix?

Through the higher education budget, state policy makers
have also tried to address the issues of minority students’
achievement and enroliment of nontraditions! students. The
effectiveness of current state programs—especially in the area
of minority students’ achievement—has been generally in-
conclusive, which suggests that either better mechanisms of
evaluation need to be developed or that substantive program-
mutic problems exist. Further, information 1s lacking regarding
the progress of nontraditic nal students in higher education,
which is curious given the fact that these students are the new
majority at many institution: The information that does exist
suggests that institutions are doing little more than tailoring
the marketing of their schools to meet the perceived desires
of these students while ignoring the need to change funda-
mentally the higher education delivery systeri. The potential
for research here is limitless. Further, state sources pay litle
attention to nontrachtional students. What budget mechanisms
have been or can be used to deal with their needs?

In essence, the state higher education budget as policy doc-
ument has shifted its onentation over ime from that of pro-
viding resources to institutions through base budgets to a
newer focus on designing categorical programs to meet the
state’s policy goals for higher education Part of the reason
may be that the increased state presence in higher education
policy making has created this new emphasis on distinct pro
grams. Part of 1t may be purely political in that as legisiators
become more professional and attuned to the educational
needs of their constituencies, they may realize the value of
bemg able to point out therr particular contribution to a pop
ular program. Again, the relative merit of using categorical
programs versus base budgets to achieve the state’s pohicy
goals has not been evaluated and thus remains inconclusive
Similarly, litde 1s available to suggest the source of the pres
suie to shift the focus from increasing the base to spreading
funds into categorical programs Initiaily, it appears that in-
stitutions prefer funds to flow into the base budget with few
strings attached As growth in the base budgets slowed and
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emphasis increased for categorical programs, however, some —

institutions have become quite adept at garnering resources
through this mechanism. What impact does doing so have R b“dgetmg
on other institutions that are not so adept? is a ritual,
On a broader scale. questions remain about the trend 1n albeit a ritual
funding higher cducation institutions through categorical pro  gpith cbanging
grams as opposed to base budgets. Do certain patterns of cat-
egorical funding occur with regulanty or predictability from s
which states or institutions can benefit? The relationship be- participants
tween categerical programs and the base also 1as room for and desired
examination, To what extent are categorical programs funded ~ OMICOMIES.
with the stated expectation of matching money for from the
instituuon’s base budget?
Itis important to recognize that some sort of base, which
provides continuity, must be maintained. Higher education
15 an enterprise that changes slowly, and to maintain impor-
tant commitments to people and programs, institutions need
a reasonable guarantee that thesr base budgets will be ade
quate to meet ongoing demunds Items not in the base budget
are typically addressed as “categorical incentive programs™
designed to meet specific state goals. Even these categorical
programs, howce cer, behave like base budgets over time. In-
creasingly, when individuals begin to consider categorical
incentive programs as entitlements, the incentive is lost and
litde difference then exists between 2 categorical program
and a base budget.
Projects like improving research capacity or improving re
tention of underrepresented minority students take ume. In
cluding mcentives as categorical programs sumulates change
within higher education. Including them as categorical pro
grams with a too-short time span to accomplish real change
is a recipe for failure. Thus, state pohcy makers are challenged
to extend therr time perspectives. Just as important is the chal
lenge to higher education to speed up the pace a bit. Saying
that higher education changes slowly does not mean to sug
ges. that all change is good or that speed is necessarily a vir-
tue. Numerous socictal problems, however, require faster ac
tion on the part of higher education institutions. In such
stances, categorical funding is probably the best funding
mechanism as long as such programs remain incenuves and
are not allowed to become enutlements.
In general, then, it is evident that the potential for policy
research on state budgeting for higher education is enormous.
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Little Iterature available in public administration and political
science refers specifically either to states or to state budgeting
for higher education. Although this monograph shies away
from anecdotal information, such information is a mother lode
from which to start research. It is generally localized to a state,
a time span, or a particular budget area and must then be
tested and broadened beyond pure localism.

Implications for Practitioners

One of the real benefits of synthesizing the litcrature on state
budgeting for higher education is the opportunity to present
a list of implications and recommendations for practitioners
i the field. Having said thaéthe authors must now admit that
because they do not view budgeting as a mechanized activity
to be learned in “cookbook” fashion, no grand list of secrets
is available to present to practitioners to enhance their fund-
ing base or improve their success (or conversely, minimize
their losses) in the process. Nor is it desirable. If this mono-
graph has illustrated one point, it is that state budgeting for
higher education is a complex process.

What is presented in this monograph is a synthesis that por-
trays the major forces and factors internal and external to the
budgetary process. The single most important implication
or recommendation that can be offered to practitioners is that
all parucipants, from the state-level agency to the department
within an institution, should be aware of all the parts of the
big picture of state budgeting for higher education. It above
all is the first and most important step in understanding state
budgeting for higher education and perhaps in improving
one’s effectiveness in achieving objectives in the process.

State Budgeting for Higher Education as

Enigma, Paradox, and Ritual

The title of this monograph suggests that state budgeting for
higher education is an enigma, a paradox, andt a ritual. For
many, budgeting in general is an enigma. Certainly for the
uninitiated, it is. Few guideposts are available in state budget-
ing for higher education. Information is available about out-
comes of budgeting, some literature about the process. Mostly,
however, what is available are millions of anecdotal tales from
expernienced professionals. Some are willing to share the sto
ries, enabling the rescarcher to begin piecing together a more
complete understanching of budgeting. That, combined with
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fusther reading and work within the field can help, for budget
ing has many interwoven parts.

Budgeting is paradoxical. Traditional budgeteers have ap-
proached the subject as a sct of columns and rows of numbers
that must properly add up within limited state revenues. More
recently, however, persons with other disciplinary back-
grounds have begun noting that budgeting is much more than
that. It is both simple and complex. The simple parts of
budgeting can be represented as a broad framework with in-
puts, a process of manipulating those inputs, and outputs. The
complexitics are the details. A more important paradox is that
although both practitioners and scholars insist that the primary
purpose of state budgeting for higher edtucation is to link state
intentions with desired policy outcomes, little evidence exists
to suggest that this purpose is being met.

This monograph tries both to simplify some aspects of the
budgeting process and product and to represent fairly the
many complexities of it. At the same time, it tries to note that
the outcomes are not always as they seem. For example, state
legislators quickly look to the bottom line percentage increase
for each institution. They compare the increase of “their” in-
stitution with those of others. The percentage increase from
year to year is a ssmple means cf assessing how well an in-
stitution is doing. The legislators all know, however, that the
simple percentage increase from year to year has greater im-
plications. The percentage increase can appeal to v sters back
horme, it can include mostly general operating fun *5 or funds
with considerable strings atiached, or it can represent a large
percentage built en a small base or a smaller percentage on
a large base.

Finally, budgeting is a ritual, albeit a ritual with changing
externalities, participants,and desired outcomes. Like the
theme music in a symphony, certain budgeting actions are
repeated in the same or a slightly different form throughout
the process. The cycles of the budget process are repeated
again and again for many years. Ia many cases, the outcomes
are the same from year to year as well, To some extent, 1t 1s
a result of comfortable rituals. Budgeting 1s a process, and
despite changes in externalities, participants, and desired pol
icy outcomes, it always will be a process. Thus, state budget
ing for higher education will remain inherently ritualistic.

As we move through the 1990s, higher education policy
makers and practitioners at both the state and institutional
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level will be facing significant pressures to improve upon the
ways higher education addresses the needs of citizens within
the state. Clearly, the state budget process should be the
means by which improvements are made in both policy out-
comes and the delivery of services to the citizenry. Given that
the process is demonstrably complex and that we need to
know much more about it, it is evident that great potential
exists for an improved level of consciousness about state
budgeting for higher education through a strengthened link
between research and practice.
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Katbryn M Moore, Professor
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